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ABSTRACTS 


Comparative Hosts, by Mira Wilkins 


This paper explores ways of comparing industrial and developing 
nations that are and have been ‘hosts’ to multinationals. General prob- 
lems in doing this included: defining multinational enterprise; acknowl- 
edging the formidable number of hosts; finding appropriate measures; 
clarifying the meaning of impacts; and recognising the ‘truncation prob- 
lem’ (that of slicing into the fabric of the multinational firm). The 
activities of multinational enterprises are considered through time in 
individual host countries. Since corporate decision making is the point 
of departure, parameters of corporate choices (those related to opportu- 
nities, political conditions, familiarity, third-country considerations, and 
specific corporate style) are developed. Various rankings by countries 
are introduced to establish impact comparisons. The evidence shows 
that impacts differ by country and period. The paper demonstrates the 
historical importance of industrial countries as hosts and argues that 
students of economic growth and development should pay attention to 
all aspects (not simply the direct investment ones) of multinational 
enterprise impact through time. 


International Financial Capital Transfers: A Transaction Cost Frame- 
work, by Jean-François Hennart 


This paper argues that a number of non-conventional types of foreign 
direct investments — such as free-standing firms — that fit awkwardly in 
models where multinational firms arise to exploit abroad their firm- 
specific advantages, can be explained by looking at the role of these 
institutions in the international transfer of financial capital. The paper 
develops a theory to explain why a particular form of transfer will be 
used based on the choice between price and hierarchical transfer on one 
hand, and intermediated versus non-intermediated transfer on the 
other. Hierarchical transfer (equity) will be favoured when transaction 
costs in the market for investible funds are high. Intermediation will 
take place when there is considerable asymmetry between savers and 
investors. Non-intermediated equity transfers (free-standing firms) will 


arise to finance projects offering no collateral (hence equity) but of low 
scale and known technology (hence non-intermediated). 


Britain’s Overseas Investments in 1914 Revisited, by T.A.B. Corley 


By 1914, over 35 per cent of Britain’s net national wealth was held 
abroad: a proportion unequalled by any country before or since. This 
essay suggests that this substantial volume of overseas investment was 
by no means as harmful to the British economy as many earlier scholars 
have maintained. If the modern definition of foreign direct investment is 
used, namely that which involved control over the assets acquired, 
getting on for half of Britain’s overseas investment stock turns out to 
have been direct, and hence the result of positive entrepreneurial effort, 
for example to secure raw materials abroad or to surmount tariff bar- 
riers. This general discussion is supplemented by estimates of the indus- 
trial and geographical composition of Britain’s’ foreign direct 
investment. 


Foreign Multinationals in British Manufacturing, 1850-1962, by Frances 
Bostock and Geoffrey Jones 


This essay draws on a new database to describe the dimensions and 
characteristics of 685 foreign companies which established British manu- 
facturing subsidiaries between 1850 and 1962. The numbers of foreign 
companies grew from the 1890s, expanded rapidly in the inter-war 
years, and even more rapidly from the 1950s. The majority were 
American, and were clustered in chemicals, mechanical and electrical 
engineering, metal goods, motor vehicles and food products. The ma- 
jority of foreign firms established greenfield plants in Britain, but there 
were a significant number of acquisitions from 1900, and this became an 
important mode of entry from 1950. Many foreign investors were of 
modest size, and a considerable number of investors were short lived. 
The majority of factories were always in the south-east of England, but 
there was a surge of investment in Scotland and Wales after 1945. 
Foreign-owned companies began to undertake R & D activity in Britain 
from the inter-war years, and had a notable propensity to engage in 
foreign trade. 


Negotiating Technology Transfer Within Multinational Enterprises: 
Perspectives from Canadian History, by Graham D. Taylor 


This essay examines the processes through which technology and tech- 
nological capabilities were transferred by parent companies to their 


foreign affiliates in Canada, focusing on three companies covering the 
period from the 1880s to the 1950s. The three companies are: Bell 
Telephone Co. of Canada, which was affiliated with American Bell/ 
American Telephone & Telegraph during this period; Canadian Vickers 
Ltd, a wholly-owned subsidiary of the British firm, Vickers Ltd, from 
1910 to 1927; and Canadian Industries Ltd (CIL) which was jointly 
owned by the American firm, Du Pont, and the British company, 
Imperial Chemical industries Ltd, from 1910 to 1952. In each case the 
major factors affecting decisions involving transfers of technology were: 
the general strategic objectives of the parent firm(s); the role played by 
managers in the affiliated firm in negotiating for these transfers; and the 
degree of control exercised by the parent company over the Canadian 
enterprise. 


I.G. Farben in Japan: The Transfer of Technology and Managerial 
Skills, by Akira Kudo 

Before the Second World War, I.G. Farben, the giant German chemical 
firm, extended its operations to the Far East. It exported goods, 
licensed its technologies and made direct investments in Japan. Through 
these forms of international business activities, I.G. Farben transferred 
its production technology and managerial skills to'the Japanese chemi- 
cal industry. This article, using company archives, examines the back- 
ground, motives, process and results of the transfer activities. It 
concludes that I.G. Farben exerted a significant influence on the pro- 
duction technology, marketing policy, and distribution system of the 
Japanese chemical industry. 


After Henry: Continuity and Change in Ford Motor Company, by Alan 
McKinlay and Ken Starkey 


Since 1979 the Ford Motor Co. has attempted to introduce fundamental 
changes in its corporate strategy, management structure and labour 
relations. This article focuses on the impact of corporate restructuring 
on the management of Ford UK. Significant changes in industrial re- 
lations and work organisation have been tempered by strong continui- 
ties with Ford’s maintenance of its traditional management prerogative. 
The most profound changes have been achieved in product develop- 
ment which has moved from functional hierarchy towards project man- 
agement. Ford’s interpretation of Japanese ‘lean production’ has been a 
significant factor shaping Ford’s corporate agenda in America and 
Europe. 


The Making of Global Enterprise 


GEOFFREY JONES 
University of Reading 


The essays in this collection provide new and important insights on the 
history of international business. Research on this subject has prolifer- 
ated over recent years. The literature is now so extensive that compila- 
tions of the most important writings are being published.’ A series of 
literature surveys have also been published to guide non-specialists 
through the topic.” However, it is perhaps less the number of publi- 
cations on the history of multinationals, than their impact, which has 
made it such an interesting area of business history research. As Donald 
Coleman observed in 1987, the subject has been one of the few in which 
business historians and economists have had a fruitful dialogue, result- 
ing in substantial cross-fertilisation of ideas between the two 
disciplines.? 

The result has been that research on the history of multinationals has, 
like the work of Chandler on management structures and strategies, 
escaped to some extent from the confining world of economic history to 
reach a wider academic audience. Mainstream conferences on inter- 
national business have begun to feature business history sessions: 
examples include recent meetings of the Academy of International 
Business in the United States and the 1992 meeting of the European 
International Business Association.* The recent textbook on multi- 
nationals by John H. Dunning, the doyen of British economists in the 
field, includes a long chapter on their historical evolution which makes 
extensive use of business history literature.° 

Considerable attention in this literature has been devoted to research- 
ing the determinants of the growth of multinational enterprise over the 
last century. Following the work of Dunning and other economists, 
business historians have explored the ‘ownership advantages’ possessed 
by firms that undertake foreign direct investment (FDI), such as su- 
perior managerial skills and technology; they have observed the locatio- 
nal factors in host economies that favour overseas production, such as 
tariffs and other types of trade restraints; and they have applied trans- 
actions cost theory to the growth of multinationals by showing how 
internalisation factors have been important.° The essays in this volume 
make further contributions to their understanding of the determinants 
of international business, but they also address less well-researched 
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topics; these are the dimensions and characteristics of international 
business over time, and the impact of international business. And while 
much of the earlier business history literature has dealt with multi- 
nationals from a home country perspective, many of the articles pub- 
lished here adopt a host country perspective. 

The studies of Wilkins, Corley and Bostock and Jones are all con- 
cerned with the historical dimensions of international business. The 
need for research on this matter arises from the paucity of historical data 
on FDI. The United States was the first country to publish FDI stat- 
istics, but the US Department of Commerce estimates for US outward 
FDI only begin in 1929. Official European statistics appeared much 
later. Britain only began to collect and publish statistics on inward and 
outward FDI in the 1960s, while the first official Swiss statistics on FDI 
were only published in 1985. One important reason why FDI statistics 
were not collected was that modern concepts of ‘portfolio’ and ‘direct’ 
types of foreign investment were slow to develop. Until well into the 
twentieth century most governments and economists saw only foreign 
investment, and paid no regard to whether that investment was accomp- 
anied by managerial control from abroad. As Corley shows, when 
British authors used the term ‘direct’ they were not referring to the issue 
of managerial control, but meant that the investment had not been 
made through the capital markets. The term ‘multinational’ itself only 
started to be used around 1960. Before that date, there was no estab- 
lished economic theory of multinational or foreign direct investment,’ 
and only the US government collected any systematic data about the 
phenomenon. 

Over the last three decades the main outline of the historical evol- 
ution of multinational enterprise have been established. It has been 
demonstrated that manufacturing multinationals appeared in the world 
economy in the mid-nineteenth century, and that firms such as Singer 
and Siemens were among the pioneer corporations. By the time of the 
First World War, multinational enterprise was a well-entrenched fea- 
ture of the world economy, active in the manufacturing, extractive and 
service sectors. International business activity grew vigorously in the 
1920s, slowed down in the depressed and war-torn 1930s and 1940s, and 
then staged a heroic recovery in the 1950s, when it began a period of 
rapid growth which (albeit with fluctuations) has been sustained to the 
present day. The names of the business enterprises involved, and the 
circumstances in which they went abroad, have been mapped in the 
pioneering two-volume history of American multinational enterprise by 
Mira Wilkins, and in her latest study of foreign investment of the United 
States before 1914.8 After an initial period when far more was known 
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about the American experience than that of other countries, a great deal 
has now been published also about European-based multinational 
enterprise. The large role played by German, British and other western 
European firms in the early growth of the multinational firm before 1914 
has been convincingly demonstrated, as has the continuing importance 
of European multinationals in the twentieth century.” The history of 
Japanese multinational activity - which was modest before the 1970s — 
and of Canadian multinationals have also been explored.'° 

While it has proved possible to make considerable progress in describ- 
ing the multinational growth of firms and industries, the precise quanti- 
fication of that growth has remained more elusive. Two broad 
approaches have been taken. The first approach has been concerned to 
construct historical estimates of the size and structure of FDI. The 
second approach has concentrated on counting multinationals. 

The pioneering study of Cleona Lewis published in 1938 was the first 
major attempt to estimate levels of FDI since the nineteenth century. 
Lewis provided estimates of the level of foreign investment in the 
American economy, and of US FDI according to sector and host 
region. Wilkins makes considerable use of the Lewis data in all three 
of her major books, while noting (as have many others) their limi- 
tations. Over the last 25 years, Dunning has made a series of attempts to 
estimate world FDI before official figures began. His views have 
changed considerably over the period. The early estimates were based 
on the view that 90 per cent of all international capital movements took 
the form of portfolio investment, ‘the acquisition of securities by indi- 
viduals or institutions issued by foreign institutions, without any associ- 
ated control over, or participation in their management’. However, as 
Corley notes in his article in this collection, by the mid-1970s Dunning 
had come to the conclusion that over a third of world foreign investment 
was direct before 1914. The result was a series of estimates of world FDI 
in 1914, 1938 and 1960 by home and host country. The Dunning data 
established what has become the conventional wisdom about the histori- 
cal evolution of FDI. Pre-1945 FDI originated in the developed world 
and was largely invested in the developing world in the exploitation of 
primary products and services. The United Kingdom was the world’s 
largest direct investor, accounting for around 40 per cent of world FDI 
in 1938, followed by the United States. After the Second World War, a 
dramatic restructuring of world FDI occurred, alongside its equally 
dramatic growth. The relative importance of the developing world as a 
host region fell sharply. Increasingly FDI flowed between developed 
market economies, particularly in the manufacturing scctor. Mean- 
while, the United States replaced the United Kingdom as the world’s 
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largest direct investor, accounting for around 50 per cent of the stock of 
world FDI in 1960. 

The Dunning estimates are evidently of the order of magnitude 
variety which need further refinement, but research in this area has been 
very limited, reflecting the daunting problems of methodology and 
empirical evidence. It is striking that Wilkins, in her comprehensive 
study of foreign investment in the United States before 1914, finally 
declined to provide a portfolio/FDI breakdown of the $7 billion figure 
which she accepts as the most likely estimate for total foreign invest- 
ment in the United States by 1914.14 Nevertheless, some work has been 
undertaken at home country level. To date, the most important re- 
visions to, or supplements of, the Dunning data have been for Germany 
and the Netherlands. Verona Schröter raised the Dunning estimate of 
German FDI in 1914 from $1,500 million to $2,600 million.” On this 
estimate, Germany’s FDI emerges as the same size in 1914 as that of the 
United States, and thus in joint second place to Britain. For the 
Netherlands, Gales and Sluyterman have calculated FDI stock for 1900, 
1914, 1938 and 1947.16 Their figures for 1914 and 1938, of $925 million 
and $2,700 million respectively, are considerably higher than might be 
expected from Dunning, whose estimates for combined Belgian, Dutch, 
Italian, Swedish and Swiss FDI in those years only amounted to $1,250 
million and $3,500 million. 

Corley’s article provides a revised estimate for British FDI in 1914. 
He goes back to the well-known Paish estimates of British overseas 
investments before the First World War, and reclassifies them according 
to modern definitions of FDI and portfolio investment. He also re- 
examines the Dunning figures, and adjusts them to allow — for example — 
for the overseas branches of domestic British companies. The upshot is 
a revisionist interpretation that Britain held a large stock of FDI. 
Indeed, it is suggested that no less than 45 per cent of the huge British 
foreign investment abroad before 1914 was direct. The resulting stock 
figure is calculated at £1,681.4 million, or around $8,172 million. Corley 
thereby joins Schröter and Gales and Sluyterman in raising the Dunning 
estimate for his country in 1914. The Corley estimate is almost $1,700 
million — or £344 million — higher than the earlier Dunning one. 

As in her previous work, Wilkins is altogether more sceptical of 
numbers than Corley. Her wide-ranging paper begins by confronting the 
paucity of our knowledge about the size of FDI in host economies at 
different time periods. As she notes, because there have been relatively 
few really significant home economies for multinational enterprise, it is 
easier to estimate FDI from that side of the equation rather than that of 
the host economies, which have been numerous and varied over the last 
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century. Dunning’s historical estimates for FDI stock held by host 
economies are much broader than those for host economies: for 1914, 
1938 and 1960 he provides figures only for broad regional categories 
such as western Europe, Australasia and South Africa, and Latin 
America. Asia, which Dunning believed held 25 per cent of world FDI 
stock in 1938, is broken down only into China and India and Ceylon. 

Although eschewing detailed figures, Wilkins makes a bold attempt to 
rank individual host economies by size of FDI in 1914 and 1929, as well 
as in the more recent past. This exercise appears to show the importance 
of developed economies as hosts, even before the Second World War, 
and it also demonstrates the very high place of the United States and 
Canada throughout the twentieth century. These are highly significant 
observations, but in reality Wilkins is not in the business of generating 
new FDI estimates. Indeed, her article is subversive of the whole 
approach. She shows that even today international FDI statistics are 
plagued with inadequacies, but the real thrust of her argument is that 
FDI figures alone say surprisingly little about the impact of multi- 
nationals on host economies. 

Wilkins’ views on the impact of multinational enterprise will be 
discussed below, but meanwhile it is necessary to introduce the second 
approach to quantifying the growth of international business over time, 
which has concentrated on firms rather than FDI stock. The first and, to 
date, most ambitious research on these lines was that of the 
Multinational Enterprise Study project at Harvard Business School 
directed by Raymond Vernon. This project compiled data on the 10,000 
foreign subsidiaries of 187 US manufacturing multinational parents 
active between 1900 and 1967. The sample of 187 US multinationals was 
chosen by two criteria: (1) the enterprise appeared in Fortune 500 
Largest US Industrial Corporations for the year 1964, published in 1965, 
or for the year 1964, published in 1964; (2) at the end of 1963, the US 
parent held equity interests in manufacturing enterprises located in six 
or more foreign countries, such equity interest in each case amounting 
to 25 per cent or more of the total equity. Two volumes of historical data 
resulted from the project,” and the database has been used by Chandler 
among others to document the growth of American multinational manu- 
facturing operations.’® The later stages of the Harvard project studied 
non-American multinationals; the pioneering studies of the history of 
British and continental European multinationals by Stopford and 
Franko were the two most important results.’ 

The Vernon methodology of tracing backwards the antecedents of 
contemporary multinationals has been widely criticised, for it obviously 
failed to document the many multinational investments which were 
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made but did not, for one reason or another, continue up to the 
contemporary period. Subsequent researchers preferred not to work 
backwards, but to count multinationals active at particular time periods. 
Nicholas, for example, has constructed an ever-expanding database of 
British multinationals, which he has used to test models concerned with 
the determinants of multinational growth and to explore the perform- 
ance of British multinationals. Nicholas’ first major study, in 1982, used 
a database of 119 British manufacturing firms which made a direct 
investment between 1870 and 1939. A decade later the Nicholas data- 
base had expanded to 448 pre-1939 British multinationals.” A database 
of such a size enables a clear delineation of the geographical and 
industrial distribution of British manufacturing multinational activity 
before the Second World War, even if there is a dispute about the 
relevance of such data to debates about the performance of British 
multinationals.” 

Harm Schröter has also employed the methodology of counting com- 
panies and plants to explore the growth of German and other 
Continental European multinationals. In a study of the multinational 
growth of the German chemical industry, he identifed 51 German 
chemical companies with a total of 153 production subsidiaries abroad in 
1913. This figure was far above the level that had previously been 
imagined. Even in 1930, despite the well-established collapse of 
German FDI following the First World War, Schröter identified 85 
German-owned foreign production subsidiaries in the chemical sector. 
A subsequent study of German chemical industry after 1930 tracked its 
further multinational expansion in the 1930s — by 1939 German chemical 
firms had 144 foreign production subsidiaries; its collapse because of the 
Second World War; and its revival from the mid-1950s. By 1965 
Schréter calculated that German chemical firms had 150 production 
subsidiaries abroad.” Schréter’s research on the early history of Swiss 
multinationals, employing a similar methodology, also revealed surpris- 
ingly high levels of direct investment. Some 160 Swiss firms controlled 
265 foreign production subsidiaries in 1914: two-thirds of these were in 
Germany and almost another fifth in France.” 

Schréter’s most extensive attempt to quantify early multinational 
development to date was his Habilitationsschrift on the multinational 
enterprises from small European states between 1870 and 1914. 
Schréter examined multinational firms owned in Denmark, Sweden, the 
Netherlands, Belgium and Switzerland, assembling much information 
on their characteristics as well as providing extensive case study ma- 
terial. Schröter was able, using his population of firms, to establish 
periods of particularly rapid growth — such as the 1890s — as well as the 
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main industrial sectors in which they were active, which were textiles, 
machinery, electrotechnicals, chemicals, food and other consumer 
goods, and various raw materials. However the Schriter thesis also 
demonstrates one of the methodological problems which hinder re- 
search in this area: the problem of definition. In his thesis, unlike the 
earlier articles, Schröter defines a ‘multinational’ very specifically as a 
firm which has at least two production facilities in two foreign countries 
or three production facilities in one foreign country. Investments in 
colonies are also excluded.” One consequence of this approach is that 
the Schröter estimates of multinationals are not compatible with those 
of — say — Nicholas, who counted as a multinational any firm which had 
one production plant abroad. Schröter would also eliminate the three- 
quarters of Dutch FDI in 1914 estimated by Gales and Sluyterman 
which was located in the Dutch East Indies.” 

The essay by Bostock and Jones published here represents a further 
addition to the literature counting multinational investments over time, 
but unlike Nicholas and Schröter, and like Wilkins, they adopt a host 
country perspective. Over the last 100 years, Britain has been character- 
ised by its prominence as both a major home and a host economy. In 
Wilkins’ various tables on FDI stock levels, Britain is shown as the 
largest host economy in western Europe at all her benchmark dates. 
Britain also figures highly in her other measures of the importance of 
multinationals: for example, foreign affiliates accounted for a note- 
worthy 38 per cent of British exports in the 1985-90 period. 

Bostock and Jones map the growth of foreign multinationals in British 
manufacturing from the first investments from the 1850s to 1962, when 
the first official British statistics become available. They show the 
growth of foreign investments, with particular peaks in the 1900s, the 
1920s, and from the 1950s. The prominent role of US-owned enterprises 
is confirmed, especially after the First World War, as well as the 
clustering of inward investment in particular industries and products. 

This methodology permits the analysis of certain elements of the 
growth of multinational enterprise which cannot be investigated using 
aggregate FDI stock estimates. Bostock and Jones are able to show that 
many of the foreign companies established in Britain passed into British 
hands over time, for a variety of reasons. They also reveal that many 
direct investments were on a small scale, and/or made by small foreign 
companies. This latter characteristic, however, illustrates some of the 
drawbacks involved in counting foreign companies without regard to 
their importance in terms of employment, sales and asset size. Such 
supplementary data is much harder to locate for the historical period, 
but without it the aggregate evidence derived from simply counting 
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numbers of firms, though informative in some respects, can also be 
misleading. 

The attempt to quantify the historical dimensions of international 
business is further complicated by a number of other factors. Far more is 
known about FDI in the manufacturing sector than in services or 
primary products. This is a particular problem because manufacturing 
FDI formed only a modest part of total FDI before the 1950s. A great 
deal remains to be discovered about the history of multinational activity 
in the service sector, although certain subjects — such as Japanese 
trading companies, European multinational banking and Canadian 
public utilities in Latin America and the West Indies — have received 
considerable attention recently.” The history of the extensive FDI in 
the primary product and extractive sectors before 1945 is also slowly 
being explored.” 

A further set of difficulties arise from the variety of institutional forms 
used to make FDI in the past. American multinational enterprise was 
typically undertaken by an enterprise which grew in its domestic market 
and then established subsidiaries abroad. This may also have been the 
pattern of German FDI. However, many European multinational enter- 
prises often assumed different corporate forms, especially before 
1914.” Belgian, French and other European enterprises often invested 
abroad through holding companies involving complex international 
cross-holdings. Financial intermediaries, especially Continental ‘mixed’ 
banks, often ‘controlled’ substantial direct investments in utilities and 
manufacturing. It is often hard to establish where ‘control’ lay in such 
groups, and even the country of origin of the capital being used. The 
significance of such extensive cross-border business activity cannot be 
captured either in FDI estimates or through counting subsidiaries.” 
More generally, international business activity over the last 100 years 
has regularly involved joint ventures and various forms of equity and 
non-equity collaboration — whose influence and impact are hard to 
quantify.” 

The ‘free-standing’ firm provides an example of the difficulties caused 
by the diversity of institutional forms used in the early period of FDI, 
especially before 1914. It has always been known that thousands of 
British companies were established before 1914 to undertake business 
activities abroad. Stopford, writing in 1974, called these firms ‘expa- 
triate investments’, which had to be ‘distinguished from direct invest- 
ments in that they had at best a financial “shell” located in Britain’ .*} 
During the 1970s Dunning came to the conclusion that there was 
sufficient managerial control from Britain in such firms to count them as 
FDI. This argument has been taken further by Wilkins in her concept of 
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the free-standing company — ‘probably the most typical mode of British 
direct investment abroad’.** Corley’s high estimate for British FDI 
published here rests fundamentally on the inclusion of this type of 
business enterprise as FDI. 

The article by Hennart addresses the institutional complexities found 
in the history of international business. As he notes, the economic 
theory of the multinational enterprise has concentrated in explaining the 
determinants of a particular type of enterprise: ‘a large firm with a clean 
structure of wholly-owned subsidiaries exploiting internally-generated 
advantages overseas’. The problem is that the theory does not really fit 
the many other types of corporate enterprise which existed historically, 
especially outside the US, including the free-standing firms, trading 
companies, and investment groups which were so prominent in British 
and other European international business activities before 1914. 

Hennart uses transactions cost theory to explain some of these ‘non- 
American incarnations’ of the multinational enterprise. There was no 
question of free-standing companies — for example — internalising 
knowledge advantages derived from their non-existent domestic oper- 
ations. Rather, Hennart suggests, if financial capital is regarded as an 
intermediate factor equivalent to knowledge, free-standing firms can be 
seen as arising from the internalisation of capital markets. The various 
modes of international financial capital transfer are identified, and a 
model is developed to explain why a particular form of transfer was 
adopted in particular situations. The reason why British free-standing 
firms were disproportionately involved in colonial plantations and min- 
ing before 1914 is explained by the high risk levels and, especially, the 
problems of collateral in such sectors. Conversely, nineteenth-century 
European, American and Russian railways were generally financed by 
loans rather than by FDI. In the case of the US, the land owned by the 
railways provided good collateral, thereby considerably reducing the 
risk of default. 

The second major theme of this collection, after the dimensions and 
characteristics of international business, is its impact on host economies. 
The study of multinationals or direct investment from a host country 
perspective attracted some major studies in the inter-war years.” In the 
1960s and 1970s a large and often controversial literature appeared on 
the impact of multinational enterprises on developing economies.** The 
modern historical literature on the impact of multinationals is not 
enormous, but valuable studies now exist on both developing and 
developed economies. Some of these take the form of business history 
case studies of the role of one or two multinational enterprises in host 
economies. Important examples include Fieldhouse’s study of the role 
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of Unilever in a number of developing countries; Cochran’s work on 
BAT in China before 1930; Carstensen’s book on Singer and 
International Harvester in imperial Russia; and Tignor on two British 
textile firms in Egypt between 1930 and 1956.*° There has also been 
research on the impact of FDI on such diverse topics as the extractive 
industries of Spain in the late nineteenth century; at the strategies, and 
their consequences, pursued by foreign oil companies in Latin America; 
and at the impact of foreign banks in Iran. The business history 
literature on the impact of foreign multinationals on Latin America 
includes studies of the cigarette industry and the Brazilian car 
industry.” The role of multinationals in Japan’s early economic devel- 
opment has been investigated.*® This literature has generally pointed to 
a positive impact of foreign companies on developing host economies, 
and it has also been shown that the rewards from such investment for 
the companies were not always as great as might have been imagined. 

Major publications have also appeared on the historical impact of 
multinationals on more developed economies. Studies by economists 
from the late 1950s often contained historical reviews, and have now 
become important sources of historical data themselves.*? More re- 
cently, business historians have addressed this subject. Wilkins’ work on 
foreign investment in the US before 1914 contains a great deal of 
information.” The impact of foreign multinationals on the industrial 
development of Italy and the southern European economies generally 
has been researched.*! There have been a number of studies of the 
historical impact of foreign business on the economies of Britain and 
Germany. Fritz Blaich, for example, examined in detail the impact of 
American machinery firms on Germany between 1890 and 1918. His 
research is particularly interesting in showing the reaction of indigenous 
firms to the Americans, which involved both imitation of American 
technology and production and distribution methods, and diversifi- 
cation into other products when it was impossible to match the 
Americans.” 

Wilkins, in the essay published here has utilised this existing litera- 
ture, and her own research over many years, in an ambitious attempt to 
explore the impact of multinationals on host economies on a compara- 
tive historical basis. As noted above, her starting point was the absolute 
size of inward investment received by countries, but she quickly reaches 
the conclusion that such data — even if completely ‘reliable’ — is only of 
limited value in exploring impact issues. What follows is a challenging 
survey of the problems of assessing the impact of foreign enterprise, 
and various means by which they might be resolved. At the very 
least, Wilkins suggests, absolute FDI figures need to be related to 
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population size and gross national product, but other measures such as 
the share of ‘foreign-owned firms’ in various economic activities, such as 
exporting or employment, may provide better insights, if the historical 
data exists. The multinational enterprise and FDI are not the same 
thing. Some economic influences — such as technology transfer — are not 
amenable to easy quantification, let alone cultural, social and political 
impacts. Moreover, the real and the perceived impact of foreign firms 
might differ, as might the short- and long-term impacts. 

Among the major insights of the Wilkins article is the need for 
historians to avoid a linear approach to this subject. The impact of 
multinationals on countries varied very considerably at different time 
periods, and did not simply grow and grow over time. This point is most 
vividly made in the cases of Russia and India: foreign-owned companies 
accounted for very significant shares of their economic activity before 
the First World War, but at the present day they account for very little. 

The remaining essays in this collection confine their attention to 
individual host economies, but both explore many of the issues raised by 
Wilkins, and provide new empirical evidence for future comparative 
historical research. The concern of Bostock and Jones is to describe the 
growth and characteristics of foreign multinational investment in British 
manufacturing rather than to analyse its impact, but nonetheless their 
data provides a number of pointers on the impact issue. They explore 
the geographical location of foreign-owned companies in Britain. They 
demonstrate the willingness to appoint British nationals to the most 
senior managerial positions within British subsidiaries. They also show 
the long-term export propensities of foreign-owned firms in Britain, and 
their readiness to undertake R & D there, at least from the inter-war 
years. The role of foreign firms in introducing new processes and 
products is confirmed: these included not only high-technology products 
such as chemicals and electricals, but breakfast cereals, non-alcoholic 
drinks and many other food products. In some instances, at least, the 
British response to foreign enterprise — which Wilkins identifies as a 
particularly important impact issue — was dynamic. An outstanding 
example was in pharmaceuticals, where the R & D activities of foreign 
firms in Britain after 1945 exercised a demonstration effect on British 
firms, encouraging them to undertake large-scale research themselves. 

The articles by Taylor and Kudo focus on one of the most discussed 
features of the impact of multinationals on host economies — their role in 
technology transfer. This subject has stimulated considerable contro- 
versy, and a whole range of issues have been raised. While it has always 
been recognised that multinationals potentially provide a major source 
of up-to-date technology, there has been considerable discussion about 
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the cost and appropriateness of transferred technologies, especially to 
developing economies. There has also been a considerable debate about 
the degree to which investors adopt their technology to local conditions. 
As early as 1974, Wilkins raised the matter of the ability of host 
economies to absorb transferred technologies. She suggested that there 
was a difference between the transfer and absorption of technology 
within host countries, postulating the existence of an ‘absorption gap’ 
consisting of the time between the introduction of a new technology and 
when that new technology was used by nationals of the country. Much 
recent economics literature has explored the absorption, utilisation and 
diffusion of transferred technologies in host economies, and the reasons 
why different countries have displayed differing abilities to absorb 
modern technologies transferred by multinationals. 

These technology transfer issues are often discussed at an aggregate 
or abstract level, and Taylor makes a singular contribution to the 
literature by exploring them using three, archivally based, historical 
case studies. The chosen host economy is Canada, one of the world’s 
largest recipients of inward investment over a long period of time. 
Taylor explores the process of technology transfer, and identifies the 
key variables which affected decisions on the kind of technology which 
was transferred. He shows the considerable importance of the managers 
of the foreign affiliates. The foreign parents’ willingness to transfer 
technology, especially advanced technology, was also closely linked to 
the degree of control exercised by the foreign part over the Canadian 
subsidiaries: the more control exercised by the foreign company, the 
more willing it was to transfer technology to the subsidiary. Taylor also 
shows how, as in the case of the Vickers operations in Canada between 
1910 and 1927, a poorly performing FDI in financial terms can neverthe- 
less result in considerable technology transfer to its host economy. 

Twentieth-century Japan provides a particularly interesting host 
country case study for students of the impact of multinationals. 
Throughout the twentieth century Japan has held a low level of inward 
investment stock, the precise reasons for which, and consequences, 
have been explored in several recent studies.** The correlation between 
Japan’s phenomenal economic success and its low level of inward invest- 
ment — and the resulting contrast with a country like Britain, which has 
combined extensive inward investment and poor economic performance 
since 1945 — might raise doubts about the benefits of liberal policies 
which permit extensive foreign multinational control over a country’s 
business. In fact, as Wilkins observes in her essay, matters are not so 
simple, for although the stock levels were low, at certain stages of the 
development of particular Japanese industries, such as cars and electri- 
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cals, foreign multinationals did exercise a considerable impact. This 
impact was especially positive because Japanese business exhibited a 
considerable capacity to absorb foreign technological and managerial 
practices. . 

Kudo’s article demonstrates that foreign multinationals also had a 
significant impact on the Japanese chemical industry in the inter-war 
years. The author shows that through a number of different modes — 
exporting, licensing and FDI — I.G. Farben transferred both production 
technology and managerial skills to the inter-war Japanese chemical 
industry. The Germans were initially reluctant to license any technology 
to the Japanese — and so feed their ‘almost morbid ambition’ — but the 
growth in the 1930s of the Japanese market and of Japanese chemical 
companies, and the strengthening of international cartel agreements, 
prompted I.G. Farben to change course. The licensing of the Haber- 
Bosch process to a number of Japanese companies in particular resulted 
in considerable technology transfer in fertiliser production to Japan. 

McKinlay and Starkey, in the last essay in this collection, take the 
discussion up to the more recent past. Like Taylor, they are concerned 
with relationships within the multinational enterprise. Their concern is 
the global Ford Motor Co., and more especially the process of change 
which has occurred inside the American parent anq in its largest foreign 
subsidiary, Ford of Europe. The latter entity was created in 1967, and 
over the following years it became the decision-making focus in Europe 
of the American firm, stripping power away from the national manufac- 
turing companies such as Ford UK and Ford Werke. It is with the 
former company that McKinlay and Starkey are principally concerned. 

During the 1980s McKinlay and Starkey show that both Ford US and 
Ford UK underwent radical change in their production methods, but 
through different routes. Between 1980 and 1982 the American firm 
passed through a disastrous crisis, which led to a wholesale rejection of 
past Fordist practices which reached down all levels of the company. 
The result was ‘one of the greatest turnarounds in corporate history’. In 
contrast, Ford of Europe remained very profitable during the early 
1980s, providing vital support to its ailing American parent, but it was 
galvanised by the realisation by its executives of the scale of Japanese 
manufacturing superiority in car production. The process of change was 
more ambiguous in Europe, with Ford UK’s management adopting an 
aggressive attitude to the labour force which stood in marked contrast to 
the new emphasis on employee involvement seen in Ford US. 

The essays published here explore the dimensions over time of inter- 
national business activity, and its impact on host economies. They 
supply rich new empirical evidence, but also show the complexities 
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faced by those seeking to use it to provide clear-cut answers. They 
demonstrate some of the crucial insights that historians can make to the 
study of international business. FDI and multinationals did not just 
grow and grow, exercising an ever-greater influence on the world econ- 
omy. Business history shows that their impact varied according to time, 
place and circumstance. Different institutional forms flourished at 
different times. There were many divestments as well as investments. 
Flows of technology were influenced by relationships within multi- 
national enterprises at particular junctions. The making of global enter- 
prise was far from a linear process. 
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Comparative Hosts 


MIRA WILKINS 
Florida International University 


I 


Since the late nineteenth century, many multinational enterprises have 
crossed borders and had substantial economic impact on the domestic 
activities as well as on the international relations of the countries abroad 
in which they did and do business (such recipient countries are in the 
present article called host nations, or more simply hosts). Yet, some 
years ago, when I tried to locate an article that compared the hosts of 
multinational corporations, I failed to find an essay that included both 
industrial and less developed hosts and had an historical approach.” 
Accordingly, for a conference in Munich in August 1992, I prepared a 
lengthy study, entitled ‘Hosts to Transnational Investments - A 
Comparative Analysis’.? My present paper draws on the findings therein 
and expands the analysis. Like its predecessor, this paper is tentative, 
more suggestive than conclusive. 

Even though no single historical work exists that compares all hosts to 
multinationals, there does exist an immense literature, both historical 
and contemporary, that deals with multinational enterprise behaviour in 
host countries.* Authors, however, tend to specialise. Many are knowl- 
edgeable on a nation, a region, or perhaps developing countries. Even 
so, whether they have dealt with less developed or developed hosts, 
they have considered a common topic — the presence of multinational 
enterprise.” From an historical perspective, how can one compare the 
host countries? What, for example, might the historical experience with 
multinational corporations of Japan share with that of Brazil? How did 
the impacts differ? Are there significant insights that can be gained by 
comparing the many different hosts of multinationals? 


II 


Five general problems surfaced in my efforts to set up a basis for 
comparison. The first relates to the definition of a multinational enter- 
prise, which I defined in traditional terms: a firm headquartered in one 
country (or less frequently more than one country) that extends its 
operations to do business in at least one country abroad. My definition 
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is not confined to companies that manufacture; service sector multi- 
nationals (trading firms, banks, shipping companies) are included as 
long as they have a direct investment abroad, however small. Because in 
their extension abroad multinational enterprises make foreign direct 
investments (FDIs), often in the literature there is the assumption that 
multinational enterprises and FDIs are identical, an assumption that 
creates confusion. I am interested in multinational enterprises rather 
than in FDIs per se. This essay is on the firm that undertakes FDIs and 
also serves as a conduit for trade, product information, methods of 
production, general know-how, financial acumen, marketing expertise 
and, most important, management. The provision of capital is only one 
part of the ‘package’ of multinational enterprise activities. 

A second general problem is the formidable number of host 
countries. When one studies homes to multinationals, the problem does 
not arise; historically, there were roughly two handfuls of truly signifi- 
cant homes. Even today the number is not much larger. With hosts, the 
world is our oyster. Host countries abound. This was true historically 
and has become ever more true in the post-Second World War years. 
Today, Asea Brown Boveri, a Swedish—Swiss multinational enterprise, 
for example, has affiliates in 140 nations.’ Although there is concen- 
tration in particular host countries, nonetheless through time there have 
been, without question, many more hosts to significant multinational 
enterprise operations than there have been key homes. This fact of life 
complicates the process of analysis. 

A third problem is how to proceed in making legitimate, systematic 
comparisons. How does one rank the many hosts? I started by following 
the lead of John Dunning, trying to sort by level of, by size of, foreign 
direct investments through time. Tables 1 to 4 reflect these rankings. 
While I imitated Dunning’s method, the tables are original. In their 
preparation, I faced major obstacles based on lack of available infor- 
mation; the rankings are rough, the data fragile. The 1914 table has no 
dollar amounts, because my personal uncertainty is so great that I do 
not wish to sanctify such numbers.” Table 4 reveals some of the reasons 
for vulnerability: (1) such tables even in recent times have to be con- 
structed from disparate materials, since there has never been uniform 
international monitoring of the levels of FDI;1° (2) what is included in 
the statistics varies by country;’* and (3) in periods of exchange rate 
variations, the stock estimates (translated into dollars) will alter depen- 
ding on the value of the dollar. But far more important, the ranking of 
the stock of FDIs at particular points in time does not tell us much about 
the impact of multinationals on the economy ofa host nation, because as 
stated earlier the presence of multinationals is more than FDI. 
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TABLE 2 
INWARD STOCK OF FOREIGN DIRECT INVESTMENT IN 1929: RANKING OF HOSTS 





Country Amount 


$2.4 billion - $1.4 billion 


$1.2 billion - $800 million 


A fe U 
Q 
g 


$800 million - $500 million 


$500 million - $350 million 


$350 million - $200 million 


17. Germany 
18. Spain 





Source: M. Wilkins, ‘Hosts to Transnational Investments’, forthcoming in a volume 
edited by Hans Pohl and to be published in a supplement to the Zeitschrift fur 
Unternehmensgeschichte, Table 2. 


These absolute FDI measures (even were we able to write them in a 
more precise, reliable rendition) seem only a first step in our search for 
bases for comparison. They are clearly inadequate to the task at hand — 
that of considering the impact of multinationals on host countries. 
Figures.on the size of, the level of, inward direct investment give only 
part of the story.'2 As a recent United Nations report put it, direct 


wee? 


TABLE 3 


INWARD STOCK OF FOREIGN DIRECT INVESTMENT IN 1982 
(SELECTED COUNTRIES: AMOUNTS IN BILLION US DOLLARS) 





Country Amount . Rankin 1975 
1. United States 124.7 2 
2. 56.3 1 
3. United Kingdom 51.3 3 
4. Germany, Federal Republic 32.1 4 
5. B 21.6 9 
6. Netherlands 18.0 5 
7. South Africa 15.9 na 
8. Australia 15.6 7 
9. France 14.8 6 
10. Mexico 14.4 ll 
11. Saudi Arabia 13.2 na 
12. Belgium 9.8 12 
13. Italy 7.4 na 
14. Malaysia 6.8 na 
15. Argentina 6.8 na 
16. Venezuela 6.6 13 
17. Panama 5.4 10 
18. Indonesia 4.6 16 
19. Spain 4.5 15 
au vous Kong = 7i 
22. Nigeria 3.5 8 
23. Norway 3.5 19 
24. Egypt 3.4 na 
25. Trinidad and Tobago 3.4 na 
26. Ireland 3.4 14 
27. Austria 3.0 na 
28. Peru 2.7 na 
29. New Zealand 2.3 na 
30. Singapore 2.2 18 
31. Colombia 2.1 24 
32. Zimbabwe 2.0 na 
33. Philippines 1.9 na 
34. Chile 1.9 na 
35. Zaire 1.8 na 
36. China 1.8 na 
37. Denmark 1.7 na 
‘38. Sweden 1.5 na 
39. Papua New Guinea 1.4 na 
40. i 1.3 na 
41. South Korea 1.2 na 
42. n 1.0 na 
43. Ivory Coast 1.0 na 





Source: J. Dunning and J. Cantwell, IRM Directory of Statistics of International 
Investment and Production (New York, 1987), pp. 797-801 and M. Wilkins, 
‘Hosts to Transnational Investments’, forthcoming in a volume edited by Hans 
Pohl and to be published in a supplement to the Zeitschrift far 
Unternehmensgeschichte, Table 4. 
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TABLE 4 


INWARD STOCK OF FOREIGN DIRECT INVESTMENT IN MID-1980S 
(SELECTED COUNTRIES: AMOUNTS IN BILLION US DOLLARS) 





Country (date) Amount Comments 

United States (1988) 329 Unrevised book value at historical cost 

Canada (1984) 60 *Rate of Exchange $1.00 = C$1.30 

United Kingdom (1984) 49 *Rate of Exchange £1 = $1.34 

Germany, Fed.Rep. of (1985) 28 *Rate of Exchange $1.00 = DM 2.94 

Brazil (1985) 26 Based on approvals 

Australia (1984) 20 *Rate of Exchange $1.00 = A$.87 

Netherlands (1984) 15 *Rate of Exchange $1.00 = £3.21 

Egypt (1984) 15 Projects established under Investment and Free 
Zone Law, cumulative 1974-84 

Mexico (1981) 14 

Indonesia (1986) , 11 Based on approvals 

Japan (1988) 10 Excludes reinvested profits 

Singapore (1981) 8 

Taiwan (1986) 6 Based on approvals 

Hong Kong (1981) 4 

Nigeria (1982) 4 

ina (1985) 3 Cumulative approved FDI since 3 January 1977 

Colombia (1986) 3 Excluding oil 

Malaysia (1984) 3 Equity shares held by foreign residents 
Bre ta companies 12 December 1984 (paid-up 
value 

Venezuela (1986) 2 

Korea (1986) 2 i 

Chile (1983) 2 

Philippines (1983) 2 

Thai (1985) 2 Cumulative flows since 1971 

Zimbabwe (1982) 2 4 : 

Ecuador (1986) 1 Excluding oil 

Peru (1986) 1 





Note: No country is included in the table that had less than $1 billion of FDI (this would 
include Bolivia, Morocco, Panama, Paraguay, Bangladesh, Sri Lanka, where com- 
parative data exist). I have no comparative Indian or Chinese data. 


Source: Mira Wilkins, ‘Hosts to Transnational Investments’, forthcoming in a volume 
edited by Hans Poh] and to be published in a supplement to the Zeitschrift fur 
Unternehmensgeschichte; Table 5. The data are from World Investment Report 
1991, p. 32 (United States; Japan); United Nations Centre on Transnational 
Corporations, Transnational Corporations in World Development (New York: 
United Nations, 1988), pp. 512-5 (Canada, united Kingdom, West Germany, 
Netherlands, Australia —* Wilkins translated into US dollars; Indonesia); ibid., 
pp. 380-1 (Argentina, Brazil, Chile, Colombia, Ecuador, Mexico, Peru, 
Venezuela, Hong Kong, Korea. Malaysia, Philippines, Singapore, Taiwan, 
Thailand, Egypt, Nigeria, and Zimbabwe). The approval numbers seem far larger 
than the book value ones, so the former should be reduced for comparability. 
Where no exchange rate 1s given, the source gave US dollars. 
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‘investment flows are an underestimating measure of the activities’ of 
multinational corporations in host countries, because they neglect tech- 
nology transfers, and, I would add, many more transfers from the 
multinational enterprise as well. I would extend the United Nations’ 
commentary to include the superior ‘direct investment stock’ measures 
as well as the flow figures. Other yardsticks, if available, would be 
more appropriate. Later in this article, I will discuss possible 
alternatives. 

A fourth general problem relates to ‘impact’ as such. What seems 
clear is that impacts differ — through time and circumstances. And at any 
point in time, impacts need not be uniform. The impacts are generally 
economic ones, affecting growth and development; they are also often 
social and cultural ones — which ultimately affect economic growth and 
development. They may be political. Our interest is in the broad econ- 
omic impact. It is very important, however, that the perceived impacts 
(and accordingly host governments’ policy response) may diverge from 
real economic impacts. Our goal is to look at the impacts, real and 
perceived." Too often, macro-economic indicators obscure profound, 
real sectoral consequences. Moreover, multinationals have two closely 
interrelated but distinguishable impacts on hosts: one is associated with 
domestic economic and social change and the second specifically with 
the host’s contacts with the rest of the world. Since by definition a 
multinational extends over borders, the second impact must precede the 
first and it becomes the basis for both subsequent impacts. I will explore 
this important distinction as this article progresses. 

This brings me to the fifth general concern, what I call the ‘truncation 
problem’. This problem, which I identified as I sought to make compari- 
sons, involves the cutting into the fabric of a firm’s international busi- 
ness. When one considers multinationals in a host nation, the topic is 
the firm (as defined earlier), that is a conduit. If one looks exclusively at 
a single host, one rips into an existing organisational structure. There is 
a tear, a distortion.” Recognition of the truncation problem casts 
important light on the study of comparative hosts. Most economists 
think about movements over borders as a transfer from country A to 
country B. Trade consists of goods going from one country to another. 
Capital travels in a similar fashion, as does technology. Yet a multi- 
national enterprise does not leave nation A for nation B. It extends over 
the homeland border, remaining in the headquarters country as it 
spreads into numerous host nations. What stretches over the political 
boundaries (of home and host) is the management of, the governance 
of, the organisational capability of, the package offered by the firm.'® 
Trade within a multinational enterprise is not a one shot, arms-length 
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transaction between buyer and seller but a continuing process. 
Likewise, the capital that goes over borders remains under control from 
headquarters. Technology is not abruptly shipped abroad; it is moni- 
tored and adjusted as it evolves at home and abroad." The multi- 
national enterprise establishes, acquires, and administers a network of 
interrelated businesses. It engages in a collection of associated trans- 
actions, not just individual ones.’® Multinationals penetrate within the 
host nation economy; their activities are not merely external phenom- 
ena. When we study the multinational enterprise in a particular host 
country, we splinter the story of the firm. I am not implying that it is 
illegitimate to do country studies. Instead, I argue that national inquir- 
ies truncate the firm and that they are accordingly greatly enriched 
through an understanding of where an individual host fits into the 
overall strategies of a growing and/or contracting enterprise, as well as 
by how the multinational affects the unique economy of the host nation. 

To eliminate the truncation problem and to accomplish my prescribed 
goal — to deal with comparisons between and among host countries — it 
seemed both appropriate and essential to begin with the multinational 
firm and ask what exactly have been its influences world-wide. To 
determine these influences (and the rationale behind the firm’s very 
presence in host nations), it is vital to explore the nature of corporate 
choices. Thus I begin with what is common to host countries, that is, the 
participation of multinationals, and probe into the wherewithal behind 
their presence. 


Hi 


Based on my own studies of multinationals and the now vast literature 
on them, I find five sets of considerations (what I call parameters) relate 
to multinational enterprise decision-making.” While the five may be a 
little too schematic, they seem to capture the way multinationals make 
choices. Some apply equally to domestic and international firms, while 
others are confined to the latter. The parameters are not ranked in 
importance. Some are far more crucial in one period and in one situ- 
ation than in another.” All are pertinent to the understanding of 
multinational enterprise and its role in any individual host nation. 

The first relates basically to economic decision making. I call it the 
opportunity parameter: what are the prospects for markets, raw ma- 
terials, or other openings? This is straightforward, and could apply to 
the resource allocation choices of domestic as well as multinational 
firms. The second is the political parameter. Domestic firms are 
influenced by state, provincial, and local government policies, but 
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fundamentally the operations under diverse national political structures 
separate the multinational enterprise from a purely domestic business. 
The political parameter focuses on what kinds of government policies 
exist within a host nation. Is there political stability? Since multinational 
firms expand over national boundaries, political conditions in host states 
affect the behaviour, amount of involvement, and duration of the 
presence of multinationals. The political parameter is only one of five 
parameters. My view is balanced. I do not think this parameter (as some 
have insisted) is pre-eminent, nor do I think it can be neglected as is 
sometimes the case in the economics literature on multinationals.” 
Frequently, public policy measures not specifically targeted at multi- 
nationals have consequences that alter multinational enterprise strate- 
gies. Every student of multinationals knows, for example, that barriers 
to trade (and threatened ones) — from tariffs to voluntary export re- 
straints ~ have impact on the decision-making of multinational managers 
vis-a-vis investments in manufacturing abroad to sell in host nation 
markets. Yet in June 1992, at a conference in Fontainebleau, a promi- 
nent European Community official discussed unanticipated outcomes of 
trade policies; evidently the man (and apparently EC policy-makers) 
knew nothing at all of the large literature on multinational corpor- 
ations.” One critic of my parameters — as presented in my earlier article 
— suggested that the history of nationalism and national sensitivity 
should be included.” My ‘political parameter’ is broad enough to 
encompass this. In any case, many types of political considerations are 
relevant to multinational enterprise activities. 

My third parameter is the familiarity one. The more familiar con- 
ditions, the lower the transaction costs, the more likely multinationals 
are to invest. Familiarity involves geography, culture, language, imper- 
ial reach, and so forth. It relates to domestic firm behaviour, but is far 
more significant in the international context. Uncertainties have cost. 
Costs increase as uncertainty rises.” 

The fourth parameter affecting corporate decision-making is the third 
country (or countries) one. I have found that multinationals not only 
consider a particular host nation, but will often view third-country 
conditions. These can serve to encourage or discourage investment. 
There are some multinational enterprise stakes that cannot be explained 
without this parameter. Take the case of Standard Oil Company of New 
Jersey’s refinery in Aruba, built by a predecessor company in 1927-29. 
Why Aruba? Because of opportunity and political stability, certainly. 
Yet the island’s proximity to Venezuela was crucial. More recently, as 
trade has become freer within the European Community, the configur- 
ation of a firm’s existing plants frequently determines where subsequent 
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ones are located within the Community. While this implies ‘pathways’ 
that establish next steps, more to the point, at least in my view, it is not 
considerations germane to the country of the parent, or to a particular 
host, but often to a third country (or countries) that most influence the 
choice. 

Finally, there is the corporate parameter. How might factors distinc- 
tive to a particular enterprise shape choices? Here the learning process, 
the individual firm’s experiences, and corporate style are paramount. 
Included under -this rubric are the gives and takes, the bargaining 
relationships, internal to an enterprise. This parameter has clear dom- 
estic counterparts and is in no way special to international business.” 

All these parameters vary in importance through time. Nothing in my 
analysis is static. The parameters are broad enough to incorporate 
change, and, as one traces the history of multinational enterprise, 
change is, of course, the norm. In my earlier article, ‘Hosts to 
Transnational Investments’, I divided the data into three arbitrary 
periods of roughly equal time span: 1870-1914 (44 years); 1914-50 (36 
years); and 1950-92 (42 years). In each period, I tried to apply the 
paradigms — showing the impact of multinationals. It was in that context 
that I developed Tables 1—4 (see above). The five parameters seemed to 
hold up well as aids to interpret (to explain) the rankings on those 
tables. The temporal dimension showed, moreover, that countries once 
not significant hosts could become significant ones, and also important 
hosts might stop being hosts, normally because of political changes. 
Russia, for example, is in second place on Table 1, but does not appear 
on Tables 2-4; Cuba is in fourth place on Table 2, but absent from 
Tables 1, 3, and 4. 


IV 


What emerged from Tables 1—4 above, as indicated earlier, was that if 
we used as a criterion the level of FDI, developed countries ranked high 
as hosts and the consistently high rank of the United States and Canada 
was particularly notable. Yet, as I noted before, perhaps alternative 
yardsticks might be more appropriate in evaluating the general impact 
of multinationals on host nations. In considering suitable measures, I 
want to ponder the changing extent of multinational enterprise involve- 
ment and the assumption prevalent in the general literature, which is 
that today multinationals have more impact than in times past. I am 
uncomfortable with that conclusion, and the general problems discussed 
in the introduction to this essay compound the uncertainties.”° 

Based on long research on multinationals, I believe that the influence 
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of multinationals on host nations has ebbed and flowed since the late 
nineteenth century, that there has been no simple linear progression to a 
status of ‘more today’, that different types of impacts — of varying 
importance — have been evident over the decades, and that the same 
companies have had divergent influences in different countries in differ- 
ent periods, and, most important, that we need a disciplined discussion 
of comparative hosts so as to rethink our overall appraisals of the 
dramatic developments in the world economy in the modern era. We 
need systematic, consistent means of comparing the role of companies 
that have made choices vis-à-vis different host countries. In short, we 
need to ask what measures are fitting for our task of understanding.”’ 

As I have sought such bases for comparison through time, I become 
increasingly convinced that it is necessary to look at both the impact on 
domestic activities and on international integration. They are not the 
same. By definition, as a multinational plants itself in the soil of a host 
country, it would seem to be contributing to international integration. 
At the very least it is making a direct investment over borders and I 
argue that it is a conduit for the firm’s package of attributes. 

What it does subsequently may lead a host nation to become involved 
in greater, or possibly less, international trade; if the multinational firm 
participates in import substitution, it may well contribute to less inter- 
national integration as defined by trade. If it finances operations within 
the host country, it reduces capital movements over borders. It may 
have influence on the domestic economy through its role in the inter- 
national economy and/or through its domestic activities within the host 
economy. These distinctions are unique to the multinational enterprise. 
They do not exist when economists typically have discussions of the 
movement of products, capital and people over borders. 

In discussing impact, my first, and rather obvious, insight is that 
depending on the size of the population of the host nation, the impact of 
the same amount of inward FDI will be different. The World 
Development Report ranks countries by gross domestic product per 
capita, not by gross domestic product. Were we to list countries by per 
capita FDI for 1914, 1929, and more recent years, the ranking would 
differ from that shown in Tables 1—4. But would such a measure greatly 
improve our understanding of the impact? I doubt it. To repeat, when 
one deals with multinationals, this is not identical with a discussion of 
FDIs, in flow, position, or — we can now add — per capita terms, since 
multinationals provide more than capital, more than simply FDI.” 

Yet, fettered to tradition, I hesitated (at least not without more 
commentary) to drop the FDI criterion. Instead of viewing the global 
picture, perhaps a better approach would be to consider the level of 
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inward FD] in each country as a percentage of that individual country’s 
national wealth (both figures would be kept in the same currency, which 
would eliminate any foreign exchange distortions). However, since both 
available inward FDI stock figures (even those denominated ‘in national 
currencies) and national wealth figures are terrible, such an exercise 
might end up being a waste of time. This is especially true when we deal 
with historical data. Suppose we could determine the level of inward 
FDI (denominated in a national currency) and look at it as a percentage 
of gross national product (or gross domestic product) through time and 
between countries, would this be preferable? While on a national basis 
this results in comparing apples and oranges (stock and flow data), it is 
not a bad idea — since it does give a sense of the overall size of the 
investment stake and for many countries gross national product (or 
gross domestic product) figures are reasonably good. The rankings in 
Table 5 are based on recent data calculations from the United Nations. 
Note the lofty rank of Singapore, and compare this with Table 4. On the 
other hand, the developed country, Canada, is still very high on the list 
— at least in 1970 and 1980. The United Nations has also calculated 
national ratios of FDI flows to gross domestic capital formation 
(GDCF), for five-year periods, during 1971 to 1989.” Based on these 
data, Table 6 provides a list of the top five nations, in terms of the ratio 
of FDI flows to GDCF. No First World country is included in the top 
five countries in Table 6 in any one of the five-year periods. (Note, 
however, that comparisons between Tables 5 and 6 are flawed by the 
absence of data on certain countries.*°) These two approaches to the 
study of the impact of multinational enterprise (availability of data 
notwithstanding) are, in my view, in the final analysis unsatisfactory 
(with Table 6 particularly inadequate), because the approaches still 
place the emphasis on the FDI measure and, as we have insisted, 
multinationals are conduits for more than capital. 

Sometimes a way of showing contemporary impact has been to rank 
by sales, or assets, or market value, or employment, the largest compa- 
nies within a particular host economy and count how many of these 
firms were foreign controlled. This can have merit. Analogous historical 
research by host countries might be able to identify the host countries’ 
ten biggest firms. One could also, from an historical standpoint, rank at 
various periods a nation’s ten most technologically advanced compa- 
nies, and determine how many were foreign owned. 

Still better, many students of multinationals have recently adopted 
another ranking hierarchy that also does not deal with inward FDI, but 
rather more specifically and with more focus it considers ‘foreign owned 
firms’. It seeks to establish their shares of domestic sales and domestic 
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TABLE 5 


INWARD FOREIGN DIRECT INVESTMENT STOCK AS A PERCENTAGE OF 
GROSS DOMESTIC PRODUCT (SELECTED COUNTRIES) 





(1) (2) (3) 


1970* 1980* 1987/1988/1989 
Country (%) Country (%) Country (%) 
Canada (34.0) Singapore 53.5) 1. Smgapore (91.7 
Singapore (30.9) Canada (24.1) 2. Zimbabwe (58.3)> 
Netherlands (12.1) 3. Oman (45.6% 
Australia (8.0) 4. Papua New Guinea (38.6) 
Hong Kong (6.5) 5. Saudi Arabia (29.8) 
6. Costa Rica (28.2)? 
7. Malaysia (27.7¢ 
8. Fiji (26.2)8 
9. Botswana (22.9)> 


10. Netherlands (22.2)8 
11. Australia (22.2)8 
12. Hong Kong (22.2)8 
13. Canada (20.5) 





Note: (a) 1989; (b) 1988, (c) 1987. 
Figures not available for any of the other 13 countries listed in column 3. Column 3 
contains only those countries where inward foreign direct investment stock as a 
proportion of gross domestic product was greater than 20 per cent. 


Source. Adapted from World Investment Report 1992, pp. 326-30. 


employment, exports and imports, and provision of government reve- 
nues. (In doing this, it must of course ascertain the size of host country 
sales, host country employment, and so on.?!) Sometimes, such data 
home in on particular leading sector industries. When this is done, for 
each measure, and for each selected year, it is possible (assuming 
available data) to develop different rankings of countries — different 
from (1) the standings by size of inward FDI, surely different from (2) 
the order by inward FDI per capita or (3) inward FDI as a share of 
national wealth (were we to have such measures), or from (4) inward 
foreign investment as a percentage of gross national product or (5) 
inward foreign investment flows as a percentage of gross domestic 
capital formation, and moreover, the rankings within these new cat- 
egories differ from one another! Tables 7 and 8 indicate some late 
1970s-1980s shares of foreign affiliates in exports from host countries 
and in employment in host countries.” 
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TABLE 6 


INWARD FOREIGN DIRECT INVESTMENT STOCK AS A PERCENTAGE OF GROSS 
DOMESTIC CAPITAL FORMATION (ONLY TOP FIVE COUNTRIES LISTED) 





a) 2) (3) (4) 





1971-5 1976-80 1981-85 1986-89 
Country (%) Country (%) Country (%) Country (%) 

1. Liberia (37.3) Botswana (24.1) Seychelles (25.2) Seychelles (39.1) 
2. Congo (31.6) Seychelles (20.1) Singapore (17.4) Singapore (35.2) 
3. Trinidad & 

Tobago (22.3) Swaziland (18.8) Botswana (16.1) Swaziland (30.3) 
4. Barbados (20.4) Liberia (18.7) Papua New Guinea (15.1) Botswana (25.7) 
5. Swaziland (16.1) Singapore (16.6) Malaysia (10.8) Hong Kong (19.1) 





Note: The Congo, listed in column 1, is the People’s Republic of the Congo (once a 
French colony); the former Belgian Congo has had the name Zaire since 1971. 


Source: Adapted from World Investment Report 1992, pp. 322-5. 


In the text to follow, I will provide added share data. As might be 
anticipated, the role of multinationals in Third World countries rises in 
importance when we use such percentage measures, albeit the high rank 
of the United Kingdom in Table 7 is impressive; and Canada, which is 
not included in Table 7 because of lack of information, ranks third in 
Table 8 and also third on a roster for the mid-1980s that listed foreign 
affiliates’ percentage of sales in manufacturing.°? 

The variations in the rankings, depending on the yardstick, are strik- 
ing. The figures compel the researcher, however, to study more care- 
fully the historical and contemporary activities of multinational 
enterprise and-to refine the answers to the fundamental question of 
whether the impacts of multinationals have increased over the late 
nineteenth and twentieth centuries ~ and, more important, just how the 
impacts have changed through time. As noted, the assumption by most 
present day writers is that the increase has been enormous. But the 
United Nations’ newly developed measures cover only the 1970s and 
1980s; in most cases where we have data, they seem to show increases. 
Yet, for recent decades, there are two outstanding exceptions: Canada 
and Nigeria. The relative decline in inward FDI stock as a percentage of 
gross domestic product in the case of Canada is apparent in the figures 
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TABLE 7 
HOST COUNTRIES RANKED BY FOREIGN AFFILIATES’ SHARE OF NATION'S 
EXPORTS, 1985-90 
Host Country (Year) Foreign Affiliates’ 
Percentage of Exports 
Singapore (1988) 86.18 
Malaysia (1988) 45.7 
United Kingdom (1988) 38.0 
Argentina (1990) 37.3 
Fiji (1985) 35.6 
Philippines (1987) 34.7 
France (1985) 32.0 
Korea (1986) 29.0 
Brazil (1987) 26.78 
Sri Lanka (1987) 26.2 
Peru (1988) 25.3 
Germany, Federal Republic of (1986) 24.0 
United States (1986) 23.0 
Colombia (1987) 22.8 
Paraguay (1988) 20.1 
Pakistan (1988) 6.0 
Japan (1984) 2.0 





Notes: (a) Secondary sector only. 
(b) Primary sector only. 
Sources: World Investment Report 1992, pp. 330-32; D. Julius, Foreign Direct Investment 
(Washington, DC, 1991), p. 10 (for France, the United States, West Germany 
and Japan). Data are not available for most bost countries. 


given on table 5 above. In Nigeria these percentages dropped from 12.1 
in 1970 to 7.9 in 1988.” More will follow on the longer historical span — 
and on our notion of ebbs and flows of influence.*° 


V 


Is it possible to adopt any of these recent approaches and survey, in a 
systematic manner, the historical impact of multinationals? Which 
measures are best and why? Generally, it depends on the questions we 
are asking. All of the above measures deal with economic impacts, none 
with social and cultural impacts. The latter appear less amenable to 
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TABLE 8 


HOST COUNTRIES RANKED BY FOREIGN AFFILIATES’ SHARE OF 
NATION’S EMPLOYMENT, 1976-88 





Host Coutry (Year) Foreign Affiliates’ 
Percentage of Employment 
Mauritius (1984) 65.4 
Spain (1977) 46.6 
Canada (1976) 41.0 
Malaysia (1988) 32.2 
Singapore (1988) 32.0 
Argentina (1984) 26.84 
Fiji (1985) 25.0 
Belgium/Luxembourg (1985) 18.0 
Brazil (1987) 16.2 
Chile (1979) 15.0 
Austria (1985) 13.5 
United Kingdom (1987) 13.08 
France (1984) 12.0 
Italy (1985) 11.8 
Germany, Federal Republic of (1982) 8.3 
Portugal (1984) 8.2 
Peru (1988) 6.58 
United States (1987) 3.7 
Korea (1986) 2.7 
Japan (1986) 0.4 





Sources: World Investment Report 1992, pp. 330-2; D. Julius, Foreign Direct Investment 


(Washington, DC, 1991), p. 10 (for United Kingdom). J. ae 
Multinational Enterprises and the Global Economy (Wokingham, 1993), p 

(for Canada, Singapore, France and Chile). Data are not available for many oe 
countries. 


quantitative treatment. As noted, multinationals have had two closely 
related impacts: (1) they influence the domestic host economy (pene- 
trating within national borders) and (2) they influence that host econ- 
omy’s relationship with the outside world. Both are crucial, albeit 
separable. 

Robert Reich has suggested that jobs are important and that it 
matters not whether they are furnished by domestic or by foreign-owned 
firms.*° Indeed, if we study companies with long histories within a host 
country ~- Ford in Britain or Shell in the United States, for instance — 
these foreign-owned businesses have become integral parts of the 
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domestic host economy. That these firms have foreign parents may be 
irrelevant in certain discussions (such as those on how many jobs they 
provide), while it is very relevant when we ask specific questions about 
the general impact of multinationals on the domestic host economy.*” 
By contrast, that these affiliates have foreign parents is always import- 
ant when we inquire about how multinationals influence the host econ- 
omy’s relationship with the outside world — vis-à-vis trade patterns, 
balance of payments considerations, technology inputs, organisational 
capabilities, competitive vigour, and the share of resources obtained at 
any given point in time — for instance.” 

Let us take another two examples based on my research on the history 
of foreign investment in the United States. In the late nineteenth 
century, foreign-owned companies played a major role in the founding 
of the iron and steel industry in the southern United States. These 
companies’ activities were not profitable, not long lasting, and the firms 
never exported, but they did contribute importantly to the establish- 
ment of a new industry. They did not in any way, except at origin (with 
the management, capital, technology transfers, and the demonstration 
of modern methods) integrate the US south into the world economy. In 
another sector, banking, in the late nineteenth and early twentieth 
century, foreign banks were crucial in America’s international finance: 
in short-term trade financing as well as long-term capital transfers. 
Sometimes foreign banks extended into the US to carry on these func- 
tions. Yet, in that period, foreign banks were insignificant in US dom- 
estic banking. The foreign banks had, in sum, a major impact on 
America’s relations with the outside world while virtually none on the 
structure of domestic banking institutions. In short, in two industries 
(iron and steel, banking) the impact of foreign multinationals was very 
diverse.*° 

Many of the traditional ‘enclave’ economies set up in the oil industry 
in Third World countries have altered host economies in dramatic 
fashions — and this is true whether we are talking about Venezuela or 
Saudi Arabia, for example. In each case, oil — initially developed solely 
by foreign multinationals — has generated high incomes, educated per- 
sonnel, and a strong basis for growth.” 

In short, in different sectors the roles of multinationals can vary, both 
over time and at any particular time. The impacts (however measured) 
have altered as the years have passed. Sometimes the linkage effects 
have been substantial and positive — and a company involved only in the 
external economic relationships serves to transform the host country’s 
domestic economic institutions. At other times this has not been the 
case. The degree to which foreign multinationals’ various offerings are 
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absorbed to the benefit of the host nation is far from uniform. The 
nature of and the mix of the benefits (and costs) is dissimilar in different 
cases. Our measures of impacts must be narrow as well as broad, and we 
must look not only at the extent but also the quality of the impact. 

In addition, there are short- and long-run impacts. A short-run impact 
may be more amenable to measurement by percentages at a particular 
point in time than the long-run consequences. The long-run impact on 
the host country deals with both the degree to which a nation is 
transformed (changed, recast) and the degree to which the nation is able 
(or unable) to benefit from the entry of multinationals. Regrettably, the 
percentage figures seem to provide only a starting point in evaluating 
the long-run impacts. The same individual multinational enterprise’s 
expansion into two countries can have extremely diverse long-run im- 
pacts — depending on the circumstances in the host nation. And, it is on 
this matter that the specialist on the particular host nation makes his or 
her important contribution. Indeed, the specialist on the host country 
may throw the greatest light on questions of why the variations after the 
student of multinationals has determined the same presence in different 
countries. Also, despite my eagerness to rank countries, while the 
extent of many economic impacts is amenable to quantification (that is 
percentage of domestic employment provided by foreign-owned firms, 
percentage of national revenue generated by activities of foreign-owned 
firms, percentage of national savings held by affiliates of foreign banks), 
other economic influences are far less concrete. Thus, an impact that 
involved technology transfer can be measured in the number of patents 
registered, yet this has not been found to be a very effective measure in 
certain industries (it is better, for instance, in the chemical than in the 
automobile industry).*! I know no one who has ranked the top technolo- 
gically advanced firms in a nation over intervals and asked how many 
were foreign (a procedure suggested above as possible and one that 
might serve to identify the extent of the most far-reaching technological 
transfers). Also, what of the often profound influence of the multi- 
national that is characterised by a demonstration effect, a learning 
experience, a building by nationals within the host country on the 
framework established by the foreign-owned firm. Such activities may 
be more consequential in the long run than the ones that show up in any 
of the numerical renditions. I do not hold to the view that if you cannot 
quantify it, it must not be important. Nonetheless, at a very minimum, 
when we can produce (as is possible) measures that reveal shares that 
are say 20, 30, 50, or 90 per cent in some key aspect of the economic life 
of a host country, we must accept significance on its face value and 
analyse the role of multinationals. 
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In the late 1880s, nine-tenths of Japan’s external trade was handled by 
foreign trading companies and carried on foreign ships. By 1914, the 
Japanese had taken over from the foreign multinationals much of the 
trade. In the late 1880s, foreign ships carried the largest part of US 
exports; this was still true in 1914. In both situations trade had 
increased greatly. Why the difference? 

In the Japanese case, overseas trade was far more vital to the econ- 
omy; the substitution of control by the Japanese was of greater conse- 
quence to the economic growth of that nation. In the United States, 
with the formidable domestic market, resources were allocated differ- 
ently. In both instances, foreign multinationals had impact, but con- 
ditions within the host country affected the longevity of the significant 
influence of the outsiders.“ 

It is possible to look at how trading companies moved basic commodi- 
ties, cotton, grain, copper, and silk. In each commodity, multinational 
trading companies created the basis for international integration.“ They 
were no less significant for US and Japanese exports than for the trade 
in Cuban sugar or Brazilian coffee. Yet, it seems that American and 
Japanese traders more quickly shared in the transactions related to 
international trade m commodities than did Cubans or Brazilians in 
providing conduits for their export trade. Why was this the case? In all 
four instances the developments in foreign trade had impacts on the 
domestic economies. 

Traders provided a market for commodities, which in turn stimulated 
domestic production — sometimes by the buyer and sometimes by host 
nation nationals. Henequen (sisal) growing in the Yucatan responded to 
the growth in external demand, yet buyers, which did manufacturing 
(twine making) in the United States, did not integrate backward into 
growing the crop.* By contrast, British capital developed the jute 
industry in India. An Indian historian writes 


Even when Indian merchant capital . . . actively invaded the jute 
industry during and after World War I, it still remained, for 
reasons that are not clear, much more dependent on Europeans 
than it ever was in the cotton textile industry.” 


A student of the history of multinational enterprise should be able to 
explain the differential impact, based on the nature of British multi- 
nationals in the two industries (and in complementary activities).** 
British multinationals had impact on both cotton and jute, but a very 
different impact. 
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In 1914, six British managing agencies ‘controlled’ in India 51 per cent 
of the rupee capital invested in tea, 57 per cent in jute, and 52 per cent in 
coal.” It is not altogether clear what this means in terms of impact of 
multinationals — but the percentages are impressive. 

In certain commodities that moved into foreign trade, multinationals 
integrated their operations into growing. In sugar in Cuba and the 
Dominican Republic (in particular), in bananas throughout Central 
America and the Caribbean, in rubber in Malaya, the Dutch East 
Indies, and Liberia, foreign companies played a vital role in encourag- 
ing new agricultural exports. 

So, too, many of the richest mineral deposits in the world were 
opened to commercial use in the late nineteenth and throughout the 
twentieth century by foreign-owned firms. Often, as these multi- 
nationals developed the resources, large companies with substantial 
impact on the host country took on the major role. In 1928, fully 43 per 
cent of the oil produced in Latin America in 1928, was by two multi- 
national enterprises — Royal Dutch Shell and Standard Oil of New 
Jersey.>! In 1937, 88 per cent of the oil in the Netherlands East Indies 
was produced by these same two companies.*” 

For decades, foreign multinationals provided the overwhelming 
portion (far more than 50 per cent) of many countries’ export revenues. 
This was true for many years for all the key (and some of the lesser) oil 
producing and exporting countries (Iran, Iraq, Saudi Arabia, Kuwait, 
Libya, Venezuela, the Dutch East Indies/Indonesia, Trinidad, for 
example), for the copper producers (Chile, Northern Rhodesia/Zambia, 
the Belgian Congo/Zaire), for the bauxite ones (Guyana, Surinam, 
Jamaica, Guinea), and for those in tin (Malaya in particular). These 
activities transformed national economies, integrating them into the 
world economy as never before. 

Lest one think that multinationals were only crucial in primary sector 
activities, we can consider a country such as Canada where the impact of 
the multinational was both in the primary and secondary sectors (but 
not in the tertiary one). Here the impact was from the start not confined 
to international relations. Foreign multinationals created new domestic 
industries (designed to serve Canadian domestic markets). Canada 
ranks at or near the top on most of the lists of host countries both in 
absolute terms and in percentages — and over a long period of time (see 
Tables 1, 2, 3, and 4). It also has a very high standing over time when 
using certain share criteria. In 1926, American ownership and control 
accounted for 32 per cent of Canadian mining and smelting and 30 per 
cent of Canadian manufacturing; by 1962, these figures were respect- 
ively 51 and 45 per cent. By 1979, foreign-owned firms (US and others) 


38 THE MAKING OF GLOBAL ENTERPRISE 


accounted for 75 per cent of petroleum and natural gas production in 
Canada, 50 per cent of Canada’s mining and smelting, and 60 per cent of 
the nation’s total manufacturing. In particular industrial sectors, the 
figures were far more dramatic: in 1979, foreign multinationals under- 
took 86 per cent of Canada’s chemical and pharmaceutical, 90 per cent 
of its rubber and electrical, and 96 per cent of its automotive pro- 
duction.” As presented, these micro-economic data would suggest an 
increase in multinational influence over the years, yet using other more 
macro-economic measures (see Table 5 herein) there seems evidence of 
a substantial decline in the extent of the impact in the period 1970-89. 
If we consider Great Britain and look, as Geoffrey Jones has done, at 
the size of FDI in 1914 in Britain, the country seems to rank relatively 
low in the world-wide picture of hosts to multinationals. Moreover, if 
we focus on the forces that integrated Britain into the world community 
(trade, capital flows, and so on), one does not perceive of Britain as a 
host nation. By contrast, if our spotlight is on manufacturing within the 
country and more particularly on the leading modern sectors, we en- 
counter a dramatic change in our perspective. Here the demonstration 
and linkage effects that came from the multinationals were formidable, 
for by 1914, in all the ‘new features’ of British life, the telephone, the 
portable camera, the phonograph, the electric street car, the auto- 
mobile, the typewriter, and the elevator, American multinationals were 
‘supreme’.°> Even more difficult to appraise are the linkage effects, 
stemming from foreign multinationals, in Japanese economic growth. 
There is substantial evidence that US automobile and electrical compa- 
nies, for example, had major consequences in the early stages of the 
development of Japanese industry. Yet, our standard broad measures in 
no way reflect this impact.*° 

It is not only in First World countries that multinationals have pro- 
vided the basis for the development of significant manufacturing. The 
sequencing in time was in the main later, but the pattern was not 
dissimilar. Take the case of the Brazilian automobile industry. 
Multinationals have created a totally new manufacturing industry.>” 
And what of Singapore? Note its prominent rank in Tables 5 to 8 above. 
Has its experience historical precedent? The World Bank now includes 
Singapore as a high-income country. Whether dealing with First 
World or Third Worid (or former Third World) nations, when we focus 
our attention on particular, specified leading industrial sectors, the 
readings on the impact of multinationals are much stronger.*? 

The influence of multinationals in the tertiary sector requires far more 
study. We have included above something on the historical impact of 
trading and shipping companies. Geoffrey Jones’ new work on British 
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overseas banking shows that in certain host countries British overseas 
banks provided the foundation for domestic banking services. And, in 
1990, affiliates of foreign banks held fully 21.4 per cent of all US banking 
assets; this is a far cry. from the late nineteenth and early twentieth 
century when, as noted, foreign banks had little impact on US domestic 
banking, but a major impact on America’s international financial 
relationships.© 


VII 


Hopefully, the cursory survey given above has been adequate to suggest 
to the reader that over the years there has been an important impact by 
foreign multinationals on host nations at various stages of development 
and that depending on the particular yardstick we can arrive at different 
rankings of hosts and indeed, different conclusions. An exploration of 
the variety in measures enriches our analysis on the extent of the 
impact. I have tried to show — thus far — the problems with different 
measures, and how they tell us about different facets of the economic 
impact. 

But measurements of the extent of the impact fail to tell us much 
about the ‘quality’ of the impact. We have seen that already as we 
considered the inadequacies of broad quantitative measures (those on 
the amount of investment) in relation to the historical impact of multi- 
nationals on the Japanese economy. We have not, however, dealt 
(except in passing) with the really fundamental question of whether the 
impact has positive, negative, or indifferent consequences. It is not 
enough to establish that there was an impact; the next set of questions 
on the effects must follow: are they pro, con, or neutral, on economic 
growth and development? Can we measure — or at least weigh — with any 
degree of objectivity the gains and losses? Perceived impacts have often 
formed the basis of public policy. Whether after 1917 in Russia or in 
many Third World countries in the 1960s and especially in the 1970s, 
because of perceived impacts, because of economic ideology, substan- 
tial multinational enterprise activity came to a conclusion. It is crucial to 
separate the rhetoric on from the realities of past as well as present 
impacts of multinationals in host nations. 

On the impact of multinationals, the specialist literature (that on 
individual hosts, on host regions, on economic development) has had an 
immense amount to say, with conclusions that cover a wide range. Too 
much of the vast literature on this subject (especially that dealing with 
Third World countries) is so narrow and so ignorant of multinational 
enterprise behaviour that it is tainted from the start. Yet, there are 
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perceptive commentators on Third World as well as First World host 
countries.” The specialist literature also considers the non-economic 
consequences of multinationals, which are very relevant in host country 
policy-making. Non-economic effects include those on national security, 
national independence, cultural identity, and so forth. Often these 
issues are today and have been in earlier years more important in public 
policy-making than the strictly economic ones.© 

The range of multinational enterprises’ economic impact issues go 
from the general to the particular. The most general, of course, are: 
does the presence of foreign multinationals add to national income? 
what are the benefits and costs in relation to national income that come 
through the type of integration into the world economy that results from 
the operations of foreign multinationals? how do foreign multi- 
nationals affect the distribution of income? do they cause ‘immiserising 
growth’? Most economists are ready to grant that multinationals con- 
tribute to efficiency; many are less certain that they add to equity. 

More specifically, what is the effect on national saving and invest- 
ment, on job creation, on the bargaining power of labour, on tax 
revenues, on the balance of payments, on the balance of trade, on 
exports, on the gains from trade, on the terms of trade, on national 
competitiveness, and on national entrepreneurship and small business 
enterprise? Does the participation of multinational enterprise result in 
the ‘appropriate’ (the best) allocation of domestic resources, or does it 
in some manner bias the process?® How does the presence of multi- 
national enterprise affect government fiscal, monetary, and industrial 
policies? And, what is the effect on the course of technological inno- 
vation within the host country? What is the influence on the skill-level, 
the nature and training of human capital? 

In dealing with these many impacts, both direct and ‘spill-over’ effects 
have to be considered. Many economists attempt to study these ques- 
tions in a static rather than dynamic manner. Yet, if the role of multi- 
nationals is to be evaluated, the economic historian argues it must be 
seen over time. Short-term impacts often diverge from those in the long 
term. It is, accordingly, legitimate to inquire into the extent to which 
multinationals create the basis for new economic activities, by generat- 
ing commercially valuable resources. If there is no conduit for the 
exploration, development, and marketing of oil, for instance, the re- 
source has no commercial value. Often, the economic contributions of 
multinationals relate to the transmission of the managerial capabilities 
to develop not only primary, but secondary and tertiary sectors within 
the host economy, which over time have immense positive impact on 
economic development. These activities add to national income; how- 
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ever conventional appraisals of how national income grows often neg- 
lect them (students of multinationals may be left with Edward Denison’s 
‘residual’). 

A difficulty in addressing these and many other questions on the 
positive and negative aspects of the impact lies in the problem of the 
counterfactual, the assumptions. For each host country, to determine 
the gain or losses from multinationals, we must assume the absence of 
such entities. We know that in the absence ceteris paribus does not 
apply, so we must probe more deeply, asking what happens with the 
multinational’s presence. Often our evaluations get caught in the com- 
plexity.’ Although economic growth is a complex process, it is possible 
to analyse this process in a systematic manner, taking into account the 
activities of multinational enterprise. The United Nations’ World 
Investment Report 1992 considers multinationals as ‘engines of growth’ 
and looks at the particulars on that ‘engine’s’ performance.® 

Economic historians must go back in time and evaluate the nature as 
well as the extent of the long-run impacts. We need to do this from the 
perspective of the multinational enterprise as an institution, not merely 
focusing on its investment aspects. We are back to our introductory 
proposition — multinational enterprise and FDI are not the same; multi- 
nationals make FDIs, but more fundamental they transfer over borders 
an entire business package that includes products, processes, experi- 
ence, reputation, knowledge of where and how to find financing, mar- 
keting know-how and networks, trade marks, technology, research and 
development background, information, managerial expertise, and so 
on. This package is what is transmitted, not solely the financing of an 
affiliate. It is the entire package that continues to be managed within a 
multinational enterprise structure that must be judged as an evaluation 
is made on the role the firm plays in the economy of any individual host 
nation and in the latter’s relations with the outside world. Perhaps we 
should not be too absorbed in impossible-to-obtain precise measures of 
costs and benefits, and instead should look more closely at the overall 
performance of multinationals in economic growth and development, 
considering with more care the quality of and the general long-run 
consequences of their presence. 

In doing so, we will have to ask what is distinctive within each host 
that influences and alters the gains and losses and the absorption pro- 
cess. Why in some economies have there been sizeable and sustained 
linkage effects, while in others the long-run impact has been less im- 
pressive? Here, for the student of the history of the international 
economy, we get into a truly exciting subject. Why is it that the same 
company in different environs, carrying on the same types of activities 
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may have in the long run a totally different impact? What is the role of 
host government policies in shaping the impact of the multinational 
enterprise? In determining this, I am not certain that any single policy 
solution (open versus closed policies) explains the qualitative impact of 
multinationals — especially those impacts in the arena of demonstration 
and linkage effects, short or long term. 

Once we verify the extent of the presence in the twentieth century of 
multinational enterprise, once we know why the multinational has 
spread in which direction and when, once we have a framework to 
inquire on economic impacts, then the next set of queries must concen- 
trate on comparisons and contrasts related to the interactions within 
each individual host nation, for, to repeat, multinational enterprises not 
only affect the host’s external economic relationships but its domestic 
economy as well. This interpenetration and the resulting interactions 
within the host economy are absolutely fundamental to an understand- 
ing of the costs and benefits. The responses to and behaviour vis-a-vis 
multinationals within a host country — including both private and public 
sector (government policy) responses and behaviour — are essential in 
considering economic growth. It is both the behaviour of the outsider, 
the multinationals, and conditions within the host nation that explain 
impacts over time. 


VII 


Both less developed and developed countries have been affected as 
hosts by the spread of multinational corporations. From the late nine- 
teenth century to the present there have been impacts by multinationals 
on a large number of different host nations. There has, however, been 
little systematic comparative historical study of these impacts on both 
developed and Third World hosts. Multinational enterprises can have 
many kinds of impacts; measures of the level of FDI while of interest are 
insufficient, in and of themselves, when we consider the impacts. Rather 
what we should be looking at more closely is the entire multinational 
firm as it moves internationally and its varieties of effects on the 
development of host nations over long periods. 

Depending on the measures used and the period for which we make 
the measurement, rankings of countries by importance as hosts vary 
dramatically. Nonetheless, it seems possible to conclude that if we study 
gross figures and linkages and demonstration effects, First World 
countries emerge as key recipients — and not only Canada. With gross 
figures the United States ranks high. But Japan, over the years a 
relatively smali recipient of FDI, nevertheless incorporated many con- 
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tributions of multinationals (which becomes evident when we study 
linkages and demonstration effects). By contrast, if our focus is on 
shares (percentage measures), less developed countries take on a much 
more important rank. Thus, in ‘share figures’, the United States — 
because of its giant economy — does not rank very high historically as a 
recipient of FDI, while in absolute terms, as shown in Tables 1-4, it was 
near the top. However, if we narrow our focus to shares in particular 
specified activities, then it is an admixture of both developed and less 
developed countries that take on great prominence in the rankings as 
hosts. 

The paper provides figures and information that suggest that in 
developed as well as less developed countries the extent of the impacts 
was often sizeable — sometimes persistent and sometimes not. Thus, as 
noted, Russia, near the top of the list provided in Table 1, is on no other 
list. The figures given above on foreign investors’ control over certain 
facets of Indian industry in the early twentieth century have no counter- 
part in 1993. The paper should push us to study changing and various 
impacts. 

It should, moreover, prompt us to recognise that the size, the extent 
of the impact, may be very separate from the qualitative aspects (pros 
and cons) of the impact. Determining that the extent was great merely 
makes us recognise that this is a topic worthy of study. The extent of the 
impact, by itself, tells us very little about the long-run effects on growth. 
The next step must be to evaluate the consequences, the economic costs 
and benefits of the multinational enterprise on the individual host 
nation’s development. This paper argues that the analysis must be 
holistic and complex and not simply deal with one impact facet (such as 
balance of payments or exports or contribution to capital accumulation) 
to the exclusion of others. It must examine both the effects in relation to 
international integration and other effects that are normally considered 
when discussing a host country’s domestic economy. 

We need to view the multinational enterprise as a conduit not only of 
capital, but also, far more important, of new technology, new ways of 
doing things, and as a means by which global integration of various sorts 
went forward. Then we need to appraise the role of multinationals in 
providing for (or some — not the present author — would argue, holding 
back) host nation economic growth, welfare, and competitiveness. 

It would seem appropriate to blend our discussion into the general 
literature on the growth of the world economy. We must depart from the 
complete transfer notions of goods, people, capital, technology move- 
ments, and consider instead the distinctive role of the multinational 
enterprise as it integrates the world economy through managerial 
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co-ordination. This paper, in trying to compare hosts over time, high- 
lights this issue. The firm, making choices shaped by the parameters 
outlined earlier in this paper, penetrates within the borders of nations. 

As economic and business historians, I believe, we should not let 
students of economic development or sociology capture what is our 
subject. The scattered statistics in this paper show that in historical 
terms multinationals mattered to the economies of many host nations at 
different levels of development — in different periods. How they mat- 
tered was extremely uneven — and how long they mattered even more 
uneven. 

Most important, to repeat, the extent of the impact does not deal with 
the quality of the impact; what requires more inter-country research is 
how host nations were (or were not) able to absorb what the multi- 
national enterprise introduced — how they responded to the multi- 
nationals’ activities. The impacts of multinational enterprise on the 
development of particular host economies were frequently divergent. 

In sum, my argument is that students of economic growth and devel- 
opment should consider the role of multinationals in the economic 
progress of nations. In doing so, they should concentrate less (than in 
the past) on the investment aspects per se, but rather more broadly on 
the overall part played by multinational enterprise. In doing this, we 
may need to revise our standard thinking about the history of the world 
economy in the late nineteenth and twentieth centuries. We need to go 
beyond the extent-of-impact criteria and provide more substance to the 
positive and negative, general and specific, impacts of multinationals on 
economic change. Hopefully, using the above framework, some of the 
comparative questions can be better specified and better answered — in a 
global context. 


NOTES 


This paper has been greatly enriched by suggestions from Alfred Chandler, Lou Wells, 
Geoffrey Jones, Mark Mason, Edward Graham, Tony Corley, John Dunning, Knut 
Borchardt, Harm Schroter, Hans Pohl, Joe Tulchin, Mary Yeager, and two anonymous 
referees; as always I have learned from (and incorporated) the ideas of Raymond Vernon, 
Jean-François Hennart, and Mark Casson, 

1. It is now generally accepted that multinational enterprises have had a long history and that 
the modem multinational enterprise dates from the late nineteenth century. On the early 
history, see M. Wilkins, The Emergence of Multinational Enterprise: American Business 
Abroad from the Colonial Era to 1914 (Cambridge, MA, 1970); idem, ‘Japanese 
Multinational Enterprise before 1914, Business History Review, Vol.60 (Spring 1986), 
pp.199-231; idem, ‘European and North American Multinationals, 1870-1914’, Business 
History, Vol.30 (Jan. 1988), pp.8-45. 

2. The search was for an article to include in M. Wilkins (ed.), The Growth of Multnationals 
(Aldershot, 1991). There was not only no article but no book on the subject. 

3. ‘Hosts to Transnational Investments. A Comparative Analysis’, forthcoming in a volume 
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12. 


edited by Hans Pohl and to be published in a supplement to the Zeitschrift fur 
Untern 


. Such historical studies include F.V. Carstensen, American Enterprise in Foreign Markets: 


Studies of Singer and International Harvester in Imperial Russia (Chapel Hill, NC, 1984); 
M. Mason, American Multinationals and Japan (Cambridge, MA, 1992); G. Jones, 
‘Foreign Multinationals and British Industry before 1945’, Economic History Review, 2nd 
series, Vol.41 (Aug. 1988), pp.429-53; R. Tignor, Egyptian Textiles and British Capital 
(Cairo, 1989); S. Cochran, Big Business in China: Sino-Foreign Rivalry in the Cigarette 
Industry, 1890-1930 (Cambridge, MA, 1980); H. Shapiro, ‘Determinants of Firm Entry 
into the Brazilian Automobile Manufactunng Industry, 1956-1968", Business History 
Review, Vol.65 (Winter 1991), pp.876-947; C. Jones, ‘Commercial Banks and Mortgage 
Companies’, in D.C.M. Platt (ed.), Business Imperialism, 1840-1930: An Inquiry Based on 
British Experience in Latin America (Oxford, 1977), pp.17-52. See also the notes to 
Wilkins, ‘Hosts to Transnational Investments’. 


. Contemporary appraisals of multinationals in Third World countries are abundant. By the 


1990s, practically every development economics text on a contemporary basis compares 
less developed country hosts to multinationals. L.T. Wells, ‘Foreign Investor Relations 
with Third-World Countries’ (unpublished article, 1992) provides an excellent bibli- 
ography on multinationals in Third World countries. I have found particularly useful J M. 
Stopford and S. Strange, Rival States, Rival Firms (Cambndge, 1991) for contemporary 
comparative data on Third World hosts; the book’s title notwithstanding, it is almost 
exclusively on Third World hosts. Likewise, the World Investment Report, 1992, published 
by the United Nations, has fine materials on contemporary impacts. Two books that do 
compare — with an historical perspective — certain developed country hosts are G. Laxer, 
Open for Business (Toronto, 1989), which compares Canada and Sweden, and S. Rech, 
The Fruits of Fascism (Ithaca, NY, 1990), which compares Germany and Britain as hosts to 
automobile multinationals. K. Levitt, Sdent Surrender (Toronto, 1970) compares Canada 
Third World nations as hosts. 


. By traditional, I mean that this is now a commonly accepted definition. See, however, 


Wilkins, ‘Hosts to Transnational Investments’, for a long discussion of the variations in 
definitions that have and continue to muddy the waters of both historical and contemporary 


analysis. 


. World Investment Report, 1992, p.254. 
. John Dunning has been the pioneer in trying to do this, although most of his rankings were 


by region rather than by country. His most recent historical rankings by bost nation and 
region are in J.H. Dunning, Multinational Enterprises and the Global Economy (Wok- 
ingham, 1993), pp.20, 118. 


. Geoffrey Jones has suggested to me that his current research would indicate that European 


developed countries as hosts have been neglected in the various statistical tabulations and 
further research might well place some of them far higher on the rosters than is indicated on 
my tables. ` 

There is, for example, no table in the World Development Report that presents the stock of 
inward foreign direct investments. The International Monetary Fund has since 1945 sought 
to develop uniform methods of balance of payments accounting, but the numbers prepared 
for such purposes are inadequate for a comparative study of host nations’ stock of FDIs. If 
we had good outward stock figures by country, we could, of course, develop inward ones. 
Yet sec the frustrations Geoffrey Jones and Harm Schroter encountered as they attempted 
to develop such data for their excellent new book, G. Jones and H. Schriter (eds.), The 
Rise of Multinationals in Continental Europe (Aldershot, 1993),‘pp.10-11. 

Lou Wells, after reviewing Table 4, noted that in Indonesia approvals would not include 
investments in the oil industry! I tred with Tables 1 and 2 ‘to include and to exclude 
according to my own set definition. When I got to 1980s material this sort of detailed 
statistical work cannot be done by a single individual with other competing obligations. 
Nonetheless, I would still like to have — should some graduate student tackle the problem ~ 
a set of figures through time that did reveal the total level of FDI world-wide at certain 
specified dates and then the share of this world-wide total by host nation In M. Wilkins, 


13. 
14. 
15. 


16. 
17. 


18. 


19. 


21, 


24. 
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The History of Foreign Investment in the United States to 1914 (Cambridge, MA, 1989), 
p.145, I calculated worldwide stock of foreign investment and from those figures, it was 
simple to determine that the United States, whrch was the world’s largest host, attracted 
15.8 per cent of the world-wide foreign investment. This, however, was for foreign 
investment, not FDI. There 1s considerable evidence that a nation’s rank as a recipient of 
foreign investment and of FDI may not coincide. 

World Investment Report, 1992. 

I am indebted to a very perceptive anonymous reader for this point. 

I am not using the word, truncation, as do mathematicians or statisticians, nor am | 
adopting the usage of game theorists. Whereas the game theorist ‘truncates’ (stops the 
process) when the outcome is established, in my usage truncation occurs when the scholar 
breaks into an existing whole and looks solely at one part in isolation, neglecting the 
uncertainties mherent ın the overall behaviour of the firm. The whole, the fabric to which I 
refer is what R.E. Caves, in Multinational Enterpnse and Economic Analysts (Cambridge, 
1982), p.3, calls the ‘transactional advantages’ of placing plants under common ownership. 
The intangible assets that create the basis for the enterprise as a whole are the warp and 
weft of this fabric. Indeed, the fabric is the very nature of the firm itself. I am indebted to 
Monty Graham and Ronald Harstad tor explaining the divergence in my concept of 
‘truncation’ from that of others’ usages. 

The phrase ‘organisational capability’ is Alfred D. Chandler's. 

A sizeable literature exists on the public goods characteristics of technology transfer withm 
multinational enterprise. the consumption of the good by one consuming unit (that is, an 
affiliate in the host country) does not exhaust its availability to the parent or other 
consuming units. For a start see C. Kindleberger, ‘International Public Goods without 
International Government’, American Economic Review, Vol.76 (March 1986), p.2. 
Chandler made an important pomt— applicable to multinationals as well as domestic firms — 
when he wrote recently that in studying the evolution of the firm he differed from Oliver 
Williamson in that for the latter the transaction is the unit of analysis, whereas for Chandler 
the firm is fundamental. A.D. Chandler, ‘Organisational Capabilities and the Economic 
History of the Industrial Enterpnse’, Journal of Economic Perspectives, Vol.6 (Summer 
1992), p.85. I could not agree more. 

These five are included and explained in far more detail in Wilkins, “Hosts to Transnational 
Investments’. 


. Despite the urging of one colleague, I refuse to rank these parameters; all of these 


considerations are important, but the importance (the rank) varies sharply in different 
times and situations. 

J.N. Bhagwati, E. Dinopoulos and K.-Y. Wong, ‘Quid Pro Quo Foreign Investment’, 
American Economic Review, Vol.82 (May 1992), p.189, refer to the ‘conventional politics- 
free approaches’ to the theory of multinationals. My work does not fall into that category. 


. Peter Buckley, an expert on multinational enterprise, and I were taken aback at how a 


literature that we both knew well could bave so little general visubiltty. 


. This point was made by Joe Tulchin. Of course he is right; this is an mmportant 


consideration and fits under the political parameter. 

My original findings were that over tme more areas became familiar as the experience of an 
individual firm grew. In the 1980s, however, studies have determined that the ‘clustering of 
FDI had become more pronounced, with host countries tending to be clustered around a 
single triad member [the United States, the European Community, or Japan] located in the 
same geographical region’. World Investment Report, 1992, pp.32, 318 -19. The implication 
is that familiarity reinforces familiarity. The famuliarity parameter is especially helpful in 
explaining why firms of different nationalities (in the same industry} will often make 
dissimilar country choices in their investment patterns. 


. 1 have already heard major criticisms of these five parameters. Most of the criticisms have 


related to their conformity to or lack of conformity with the existing theoretical literature. 
On conformity, as noted in the text, I am deeply indebted to and influenced by others; the 
formulation is based on my own and others’ research. The discussion of the parameters 
(and the praise and battering they encountered) at a Munich meeting in August 1992 
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31. 


35. 


confirmed in my own mind their validity. One critic objected to the absence of discussion of 
defensive investments (but see Wilkins, ‘Hosts to Transnational Investments’, note 29, and 
material therein on the political parameter). Another objection was that ‘rivalries’ between 
firms, follow-my-leader investments, were omitted; I would put such motives under the 
‘opportunities’ and ‘corporate’ parameters (firm 1 perceives opportunities; firm 2 assumes 

ities because of firm 1’s choices). A different critic suggested that competitive 
conditions (which differed by industry) should be added; I felt once more that these were 
incorporated under the ‘opportunities’ and the ‘corporate’ perceptions of opportunities 
parameters. Another critic noted that in dealing with ‘experience’ of individual corpor- 
ations as a determinant of choices, in my ‘Hosts to Transnational Investments’, I should 
have cited the work of William H. Davidson. While my ideas did not come directly from 
Davidson, they may well have emerged from conversations with and readings of those who 
did obtain their ideas from Davidson; accordingly, he certainly should have been cited (my 
apologies). Yet another critic believed I should have more than five parameters; after much 
debate, I thought that each of his additions could be conveniently housed within one of my 
five categories. Accordingly, this paper repeats the five parameters given in Wilkins, ‘Hosts 
to Transnational Investments’. 


. The opening statement in the World Investment Report, 1992, p.1, surely typifies the 


general literature of today: “Transnational corporations have been central organisers of 
economic activities in an increasingly integrated workd economy’. 


. Outstanding books on the history of the world economy — see for example R. Cameron, A 


Concise Economic History of the World (New York, 1989) — do not deal with the role of 
multinationals. The splendid A.G. Kenwood and A.L. Lougheed, The Growth of the 
International Economy, 1820-1990 (3rd edn. 1992) does consider FDI but usually in the 
context of capital flows. 


. For technical reasons too complicated to explain in a short article, I am absolutely 


convinced that using flow data on FDI is not an appropriate way of measuring FDI much 
less the impact of such stakes. I am thus using the superior stock measures throughout my 
ie 


. World Investment Report, 1992, pp.322-30 (these percentages are in many cases broken 


down by primary, secondary, and tertiary sectors). By all the share measures in the 1980s, 
Singapore ranks very high, in the top one or two world-wide, but it is not even in the top ten 
when measured by absolute amount of inward FDI. The inward FDI flows as a percentage 
of gross domestic capital are m the United Nations data compared with the ratio of gross 
domestic capital formation to gross domestic product 


. The data in World Investment Report, 1992, pp.322-5, on inward FDI flows as a percentage 


of gross domestic capital formation, do, however, include developed countries; Canada 
(for example) ranks way down on the list in all of these four sets of years and indeed in the 
1981-85 set, there is a negative percentage (i.e. an outflow). 

The US Department of Commerce and the United Nations, as well as many other 
tabulators, are using such measures, with the share of government revenue measure the 
one least used. 

In Wilkins, ‘Hosts to Transnational Investments’, Tables 6 and 7, I gave other rankings of 
host countries: by foreign affiliates’ percentage of sales in the manufacturing sector and 
percentage of employment in the manufacturing sector. 


. In Canada in 1986 foreign affiliates accounted for 49 per cent of the sales in the 


manufacturing sector (Wilkins, ‘Hosts to Transnational Investments’, Table 6). 


. World Investment Report, 1992, p.327-8. In the case of India, FDI stock as a percentage of 


gross domestic product was merely one per cent in 1970, whereas it was down to 0.9 per 
cent in 1985. It had gone up to slightly over one per cent in 1975 and 1980, so there really 
was not a significant trerid line for the last decades. Other measures would suggest, 
however, a far more significant role of multinationals in India in the years before the 1960s 
than in the years after the 1970s. : 

A colleague suggested that the gross measures (even adjusted for inflation) would grow 
larger over time; but with expropriations and political changes, it seems evident that both 
the share and the gross measures ebb and flow. 


R 
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. R. Reich, Work of Nations (New York, 1991), p.285. 


37. Similarly, when the US Food and Drug Administration makes a determination that a drug 


Al. 


43. 


45. 


is safe and effective, it is irrelevant to that decision whether the medicine was produced in 
the United States by a domestically owned or foreign owned company. See New York 
Times, 20 March 1993, on approval of Betaseron, a new drug to treat multiple sclerosis 
(made in the United States by Chiron Corporation and by Berlex Labs, a subsidiary of 
Schering, AG). That a known reliable foreign affiliate was involved was not a consideration 
in the deliberations on approvals. 


. By share of resources obtamed at any particular time, I am assuming that multinationals’ 


accumulated choices over the years serve to allocate resources and that a corporate 
decision made to build, to buy, or to operate a plant in one country rather than another 
influences ‘share’ of resources obtained at any point in time (this is different from arguing a 
zero sum game, for over time, the choice of one host country certainly does not preclude 
another). Indeed, far from all corporate decisions involve choices between countries, but 
some clearly do ~ as for example the decision on which particular nation in the European 
Community might be an appropriate site for a new plant to serve that market. 


. Wilkins, History of Foreign Investment in the United States to 1914, pp.246-52 (iron and 


steel); Ch.13 (banking); also, idem, ‘Foreign Banks and Foreign Investment in the United 
States’, in R. Cameron and V.I. Bovykin (eds.), International Banking, 1870-1914 (New 
York, 1991), pp.233-52. 


. In M. Wilkins, The Maturing of Multinational Enterprise: American Business Abroad from 


1914 to 1970 (Cambridge, MA, 1974), pp.399-400, I documented the beginnings of the 
breakdown of enclave economies; the process has greatly accelerated in recent years. 

Graham Taylor, in the present publication, discusses technology transfers by parent 
companies to their affiliates in Canada. Implicitly, he is dealing with impacts and yet he 
offers no, nor does he find a, satisfactory measure to answer the questions of how much 
impact. Indeed, he separates his work from the literature that 1s too (7) oriented toward 
measuring the results of technology transfer rather than the process and its consequences. 


. M. Wilkins, ‘Japanese Multinationals in the United States: Continuity and Change, 


1879-1990", Business History Review Vol.64 (Winter 1990), p.594; S.G. Sturmey, British 
Shipping and World Competition (1962), p.130, and Wilkins, History of Foreign Investment 
in the United States to 1914, pp.517-19. 

Americans during the First World War gained control of their shipping, albeit only 
temporarily. In 1913, only 14 per cent of the shipping in American trades was American (by 
place of registration); in 1920 it was 50.8 per cent, but by 1929 it was down to 37.6 per cent 
(Sturmey, British Shipping, p.130). There was no comparable fluctuation in the Japanese 
control over Japanese shipping. Once achieved, it was maintained. 


. As indicated in my text, my definition of multinationals includes service firms that operate 


over borders. 

I found very stimulating a session that dealt with commodity exports at the American 
Historical Association meeting, Washington, DC, December 1992, organised by Steven 
Topik of the University of California, Irvine. 


. At least in the Yucatan. See A Wells, ‘Henequen and the Hard Fibers Market’, 


forthcoming, and F. Carstensen and D. Roazen, ‘Foreign Market, Domestic Initiative, and 
the Emergence of a Monocrop Economy: The Yucatecan Experience, 1825-1903’, 
Hispanic American Historical Review Vol.62 (Nov. 1992), pp.555-92. 


. MD. Morris, ‘Indian Industry and Business in the Age of Laissez Faire’, in R.K. Ray 


(ed.), Entrepreneurship and Industry in India, 1800-1947 (Deihi, 1992), p 209. 


. There were few traditionally defined European multinationals in basic cotton textiles, 


although trading companies handled raw cotton imports, cotton goods exports, and 
machinery exports. There were a number of ‘free standing companies’ in cotton textile 
production in India. See M. Wilkins, ‘Efficiency and Management. A Comment on 
Gregory Clark’s “Why Isn’t the Whole World Developed?” ’, Journal of Economic 
History, Vol.47 (Dec. 1987), pp.981-3; see also idem, ‘The Free-Standing Company, 
1870-1914: An Important Type of British Direct Investment’, Economic History Review, 
2nd series, Vol.LXI (May 1988), pp.259-82. On this subject, S. Chapman, Merchant 
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49. 
50. Students of multinationals, once they have eliminated the top tier of ownership (the 


EBS 


Enterprise in Britain (Cambridge, 1992), is very useful. 
R.K. Ray, ‘Introduction’, in idem (ed.), Entrepreneurship, p.37. 


individual shareholders), have defined the multinational firm (with its cluster of affiliates) 
in terms of an equation of ownership and control. Yet, in the case of India, often the 
ownership aspect wes negligible but the control (through the managing agency) might be 
substantial. On some of the problems of ownership and control, see M. Wilkins, ‘Defining 
a Firm: History and Theory’, in P. Hertner and G. Jones (eds.), Multinationals: Theory and 
History (Aldershot, 1986), pp.80-95. In the Indian context more needs to be done on this 
topic: managing agencies should be re-examined, taking ito account fie rescardi on the 
history of multinational en! 


terprise. 
. Based on data in ‘Report of the Group on ‘American Petroleum Interests in Foreign 


Countries’, 15 Oct. 1945, in US Senate, Special Committee Investigating Petroleum 
Resources, American Petroleum Interests in Foreign Countries, Hearings, 79th Cong., ist 
Sess. (1945), pp.354~-7 and J. Brown, ‘Latin America and Foreign Oil Companies’, 

paper. These are my own calculations and were presented in comments 
prepared for the American Historical Association meeting, December 1992. 


. W.N. Medlicott, The Economic Blockade, Vol.1 (1952), p.384. 


See sources for these figures in Wilkins, ‘Hosts to Transnational Investments’. 


. We are back to the problem of valid measures, how we use these measures, and choices of 


benchmark dates. 


. Jones, ‘Foreign Multinationals and British Industry before 1945”; Wilkins, Emergence of 


Multinational Enterprise, pp.215-7. 

On the impact of US business on the Japanese automobile and telephone industries, see, 
for example, M. Wilkins, The Contribution of Foreign Enterprises to Japanese Economic 
Development’, and M. Mason, ‘With Reservations: Prewar Japan as Host to Western 
Electric and ITT’, in T. Yuzawa and M. Udagawa (eds.), Foreign Business in Japan before 
World War II (Tokyo, 1990), pp.42-9, 176-85. More narrow measures provide the basis for 
better analysis: thus, Ford and General Motors appear to have supplied in excess of 90 per 
cent of the Japanese automobile market from the mid-1920s to the mid-1930s. Wilkins, 
“The Contribution’, pp.43-5. 


. See Shapiro, ‘Determinants’. While in both Japan and Brazil, foreign multinationals were 


instrumental in the emergence of the industry, in Japan the manufacturing industry came of 
age under the control of Japanese owned firms, while in Brazil, the development was under 
the control of foreign multinational enterprises. 


. World Development Report, 1992, p.219. 
. Multinationals do not invest evenly in manufacturing in any host country. Often multi- 


nationals invest in the most advanced sectors, where they have advantage. If one looks at 
individual industrial sectors, the concentration shows up in the percentage figures. This is 
evident, for example, in Jones, ‘Foreign Multinationals and British Industry before 1945’. 


. G. Jones, British Multinational Banking, 1830-1990 (Oxford, 1993). 
. E.M. Graham and P.R. Krugman, Foreign Direct Investment in the United States 


(Washington, DC, 2nd edn., 1991), p.30. 


. There is often now in the Third World host country literature a tendency to see today’s 


multinationals as ‘good’ (or at least not terrible), while the ones of yesteryear remain the 
‘bad giants’. On some of the best contributions by specialists, see the works cited in notes 4 
and 5 above. 


. Conceptually, the economic and non-economic issues can be separated. At times, there isa 


convergence since we live in a world of nations and it makes economic sense for national 
policy makers to carry out certain strategies under certain known political conditions. A 
colleague, Tony Villamil, recently complained that US trade policy was not formed by 
economists but by the State Department (and a range of other bureaucrats), and was more 
a facet of foreign policy than of national economic welfare. His statement is germane to the 
topic of host nation policies toward inward investments by foreign multinationals. Often, 
pohtical, and social, rather than economic considerations are and have been paramount in 


policy making. 
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64. The World Investment Report, 1992, p.106, discusses (as do Graham and 
Foreign Direct Investment in the United States, p.57) the possibility of extending the 
conventional ‘gains from trade’ approach to a ‘gains from direct investment’ (or gains from 
multinational enterprise) approach. See note 67 below. 

65. The ‘best’, the optimum, is often difficult to determine. There may be the matter of what is 
best for the international economy (i.e. global economic welfare) is not best for the 
individual host economy. Some critics have maintained, for example, that multinationals 
by centralising research and development in their home countries are ‘depriving’ host 
countries of the benefits of such activities. Is this misallocation of resources from the host 
nation’s standpoint? The complaint assumes that in the absence of the multinational there 
would be the research and development there. It also assumes that the host nation benefits 
more from home research and development than sharing in world-wide research and 
development. Those who argue ‘immiserising growth’ are similarly claiming misallocation 
of resources, imports of capital-intensive goods as the terms of trade turn adverse. There 
has long been the argument that there is misallocation because multinationals use capital- 
intensive rather than labour-intensive methods in Third World countries. However, ‘bias’ 
could conceivably have social benefits rather than costs; economists include positive 
externalities as distortions. 

66. Spill-over effects include the development of supplier and dealer networks that provide a 
vast range of business and employment opportunities that are not internalised within the 
multinational enterprise. Other spill-over effects include the training of employees that 
leave the multinational enterprise to go to other firms — thus, disseminating skills. A spill- 
over effect occurs when new products are introduced; domestic businesses see possibilities 
in copying and producing the same products; and the demonstration effect creates new 
domestic entries in the industry. In many Third World countries within ‘enclaves’ workers 
got their first cash wages; the spill-over effect was that they had purchasing power (however 
small); businesses arose to meet their newly created demands. 

67. Graham and Krugman, Foreign Direct Investment in the United States, pp.58-9, in 
discussing the contemporary economic impact of multinationals in the United States write: 
‘The bottom line is that FDI may be expected to bring gains from integration that are 
qualitatively similar to the conventional gains from trade, but the magnitude of these gains 
is anyone’s guess’. And, in discussing the gains from spill-overs, they write that these are 
‘even less measurable than the gains from integration’. 

. World Investment Report, 1992, passim. 

. The spill-over effects, in particular, vary sharply by country. Sometimes it is argued, for 
example, that multinationals keep the best jobs for nationals of the home country, thus 
minimising the managerial training of host country personnel. Yet, this varies substantially 
by host country and time. It seems, moreover, to be in the long-run highly dependent on 
whether there are within the host country qualified individuals and thus is a function of 
conditions specific to the particular host nation, which conditions change as development 
occurs. 
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International Financial Capital Transfers: 
A Transaction Cost Framework 


JEAN-FRANCOIS HENNART 
University of Illinois at Urbana-Champaign 


I 


Until the seminal work of John Dunning and Stephen Hymer, the 
expansion abroad of multinational enterprises (MNEs) was seen as the 
consequence of the international export of financial capital, and was 
assumed to depend on international differences in interest rates.! 
Dunning’s empirical study of American foreign direct investment (FDI) 
in the UK noted that US investments had involved very little financial 
capital imports. Hymer proposed an alternative theory of FDI. Both 
authors changed radically the way we look at FDI, moving the dis- 
cussion from the field of international finance to that of international 
industrial organisation. Since then the popular view has seen MNEs as 
internalising firm-specific advantages, mostly proprietary technology.” 
The switch in focus from the 1960 view of MNEs as conduits for the 
transfer of financial capital to the present one of MNEs as transferors of 
firm-specific advantages has been so complete that finance has been 
relegated to a subsidiary position. Yet although the present theory 
explains well today’s dominant MNE, a large firm with a clean structure 
of wholly-owned subsidiaries exploiting internally generated advantages 
overseas, the theory lacks generality. Business historians keep uncover- 
ing various types of direct investments which do not fit the model.? 
Free-standing firms, for example, the dominant type of European FDI 
before 1914, maintained a small head office in the major capital- 
exporting countries of the time, but all of their productive assets were 
located overseas, These multinational firms cannot readily be explained 
by the internalisation of knowledge advantages, since they had no 
domestic manufacturing activities from which to transfer these advan- 
tages.* Neither can they be considered portfolio investments, as stock- 
holders often took direct control of the firm’s (foreign) activities." 
Here I argue that a number of non-conventional types of FDIs — such 
as the free-standing company — that fit awkwardly in a model where 
multinational firms arise to exploit abroad their firm-specific advan- 
tages, can be explained by looking at the role of these institutions in the 
international transfer of financial capital. A full theory of why any of 
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these forms exist must specify the necessary and sufficient conditions for 
their existence. This paper is a first step towards such a theory. The starting 
point is the premise that financial capital is an intermediate factor like 
knowledge, goodwill, raw materials, or distribution services. It is an 
intermediate factor in the sense that obtaining financial capital is one of the 
tasks necessary to deliver a product or a service to the customer. In this 
paper we are interested in the way financial capital is transferred across 
countries to fund the activities of firms. To each type of international 
financial transfer corresponds a particular institution. Hence, to explain 
why a particular institution emerges, one needs to look at all the alterna- 
tive ways in which capital is transferred internationally, and specify under 
which circumstances one form (for example free-standing firms) is more 
efficient than another in transferring financial capital across countries. 

There are two main dimensions that can be used to describe and 
categorise how financial capital is transferred across national boundaries 
(see Figure 1). One is whether the transfer takes place through price or 
hierarchical means. Bonds and loans are price modes of transfer, while 
equity is the hierarchical mode. The distinction between ‘price’ and 
‘hierarchical’ transfer of financial capital is crucial to students of the 
MNE because it defines whether we are dealing with a multinational 
firm or not. In the absence of other internalised inputs, a multinational 
firm exists when the behaviour of savers and borrowers located in 
different countries is co-ordinated through hierarchical control, but not 
when it is organised through a loan contract. 

The second dimension is whether savers deal directly with investors, 
or whether the process is intermediated. These two dimensions yield 
four cells, into which all potential forms taken by the international 
transfer of financial capital can be arranged. For example, free-standing 
companies are in cell 2, as they effect hierarchical but non- 
intermediated international transfers of financial capital. 

The paper develops a theory of why a particular form of transfer will 
be used, based on the determinants of the choice between price and 
hierarchical transfer on one hand, and intermediated versus non- 
intermediated transfer on the other. The choice between hierarchical 
and price modes of transfer is shown to hinge on information and 
enforcement costs in the market for investible funds, with equity chosen 
when those costs are high. Intermediation, it is argued, will take place 
when there is considerable asymmetry between savers and investors. 
Hence free-standing firms are shown to arise to finance highly risky 
foreign projects offering no collateral (hence a need for equity) but 
when the scale of the investment is low and the technology relatively 
well known (hence no pay-off from intermediation). By contrast, the 
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model predicts that international bank lending will be used to finance 
large-scale, complex projects (hence the need for intermediation) which 
offer good collateral, thus making co-ordination through price methods 
(loans) efficient. As shown by the above example, a full classification of 
international financial institutions requires simultaneous consideration 
of both internalisation and intermediation. 

Section ITI looks at the empirical evidence and shows it to be consist- 
ent with the hypotheses. The conclusion summarises the contribution of 
the present work and makes some suggestions for future research. 


Il 


Because of international differences in savings rates, in risk aversion, in 
access to information, and/or because of the desire to diversify portfo- 
lios, the transfer of financial capital from one country to another is often 
profitable. One can think of four main methods by which funds can be 
transferred from savers to borrowers. An entity located in capital-poor 
country A can obtain finance from capital-rich country B through: 


(1) bonds directly subscribed by individuals in country B; 

(2) stocks directly subscribed by individuals in country B; 

(3) loans obtained from institutions (for example banks) located in 
country B — these institutions in turn take deposits (loans) from the 
public in B; 

(4) equity contributions from firms based in B — these institutions in 
turn obtain finance from residents of country B by floating bonds 
and stock to the public or borrowing from banks in B. 


There are two main dimensions in the preceding list. The first one is 
whether the transfer of funds is intermediated, that is whether firms in A 
contract or not with some intervening institution which collects the 
funds in B. (As argued below, the definition of intermediation used here 
requires that the intermediaries do more than just pass through the 
funds. They must make possible a pattern of investments that differs 
from — and is superior to — that which savers could make on their own.) 
Solutions (1) and (2) do not involve intermediation while (3) and (4) do. 
Intermediation thus determines the structure of the international trans- 
fer of financial capital. For example, international banks will play a 
major role when intermediation is efficient, but internalisation of mar- 
kets for financial capital is not. The second dimension is whether the 
transfer of funds between A and B is effected by price or hierarchical 
processes. This dimension describes the nature of the relationship be- 
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tween savers and investors. For example, when efficiency requires 
intermediation, multinational firms will play a major role in the inter- 
national capital flows if it is more efficient to effect the transfer of 
financial capital through hierarchical processes than through market 
means. Multinational banks will take front stage in situations when 
internalisation is not efficient. 

Taken together, these two dimensions allow us to specify the con- 
ditions that are necessary and sufficient for the emergence of each type 
of international financial transfer. For example, as will be argued later, 
free-standing firms will arise whenever cross-border hierarchical co- 
ordination is efficient, but intermediation is not. Naturally, most pro- 
jects are financed from a mix of debt and equity, and from both 
intermediated and non-intermediated sources. Nevertheless, it is useful 
to examine the four categories separately. The actual complex financing 
methods used by firms can best be grasped from an understanding of the 
individual components. 


Internalisation 


What determines whether the international transfer of financial capital 
will take the form of loans or of equity? Williamson’s pathbreaking 1988 
Journal of Finance article argues that debt and equity can be seen as 
alternative governance structures, and the discussion here follows his 
approach. Bank loans and corporate bonds can be distinguished from 
equity (stocks, shares) by the fact that they do not give the lender any 
right to the residual value of the venture, that is they do not remunerate 
the provider of funds through a share of the profits. Lenders also do not 
have a general and discretionary right to direct the behaviour of bor- 
rowers (although specific rights are generally specified in loan con- 
tracts). In contrast, holders of equity receive in exchange for their 
supply of finance a share of the profits of the venture, and they are given 
the right to control directly the use of funds, or to nominate delegates 
charged with that task.° 

The parallel with the supply of other inputs is clear. The principal 
difference between co-ordination through hierarchy and co-ordination 
through prices is that hierarchy uses behaviour constraints: in other 
words, the behaviour of agents is co-ordinated by one agent directly 
controlling the behaviour — and hence indirectly controlling the output — 
of others through an employment relationship. By contrast, co- 
ordination through prices is effected by having one agent directly speci- 
fying outputs, but letting the other agent free to choose the behaviour to 
bring forth this output. In the well-known case of the international 
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transfer of technological knowledge, the ‘price’ solution is licensing: the 
licensee is left free to maximise his profits, subject to payment of the 
licence fee (an output constraint). By contrast, the hierarchical solution 
is FDI, where the local manager is given specific instructions on how to 
operate (behaviour constraints).’ In the case of the international trans- 
fer of financial capital, the hierarchical solution is when one agent 
provides funds and tells the other agent where and how to invest, and 
this corresponds to equity. The market solution (lending) is when one 
agent contracts with another how much will be paid back, but leaves the 
user of funds free to behave as needed to reimburse the principal with 
interest. 

As in the case of any other intermediate factor of production, the 
hierarchical solution will be chosen when market transactions are sub- 
ject to significant transaction costs, so that the cost of market exchange 
is raised over that of hierarchical co-ordination. Transaction costs are 
the costs of informing the parties about potential trades, of enforcing 
the contracts, and of curbing bargaining.® 

There are two aspects of loan transactions that lead to significant 
enforcement costs. First, in a loan transaction, the lender makes funds 
available today to the borrower, to be repaid later with interest. This 
non-simultaneity between the two sides of the transaction increases 
enforcement costs. Second, incentives in a loan transaction are not 
symmetrical: because the returns to lenders are contractually fixed, 
lenders do not share in the gains if the venture is more profitable than 
expected, while they lose everything if the venture fails. The borrower, 
on the other hand, stands to capture the entire gain if the venture is 
successful, but will only lose his equity in the venture if the project fails. 
Hence the borrower will be incited to undertake projects which are 
overly risky if his equity in the project is small compared to the loans 
taken. 

Four scenarios are possible: (1) the borrower repays in full and with 
interest; (2) the borrower is not able to repay because he has used the 
money for other purposes (such as consumption); (3) the borrower has 
invested the funds, but is unable to repay with interest, because he has 
undertaken overly risky projects which have failed; (4) the borrower is 
unable to fulfil his obligation because, while the project was sound and 
well managed, unforeseen circumstances beyond his control have 
reduced its profitability. 

With perfect information, the lender would avoid default by refusing 
to lend to dishonest individuals or to overly risky ventures. With perfect 
enforcement, the penalties for default would be so predictable as to 
persuade borrowers to be honest and prudent. In the real world, where 
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neither information nor enforcement are perfect, scenarios (2), (3) and 
(4) will be common. 

Lenders will use a number of strategies to protect themselves against 
the likelihood of default. The first strategy consists in asking the bor- 
rower to pledge a collateral to be forfeited in case of non-repayment of 
the loan. Entrepreneurs who come from moneyed families may provide 
collateral from their own fortune. Others may have to pledge the assets 
financed through the loan. Projects vary greatly in the degree to which 
they can provide collateral. Good collateral for a lender are assets which 
are not specialised to one use and have good resale value. As I will 
show, the value of collateral, and hence the transaction cost of lending, 
varies systematically across projects. For example, lenders will hesitate 
to lend to mining firms and to small high-technology outfits because of 
their lack of collateral. 

A second strategy available to lenders is to screen projects and 
applicants, and to lend only to borrowers known to be both honest and 
capable, and to sound projects. Lending will be restricted to individuals 
who are personally known to the lender, and who have good verifiable 
track records. 

A third way to reduce default is to monitor the use of funds. The use 
of this method by lenders is limited by the fact that they have no legal 
right to interfere in the day-to-day management of the business. They 
can, however, screen projects ex-ante and earmark funds for specific 
investments. Here again, projects are likely to differ greatly in the 
extent to which they can be effectively monitored. New businesses 
operate in more uncertain environments and require more major de- 
cisions than ongoing enterprises. The range of activities undertaken may 
differ across projects. It is, for example, smaller for an utility than for an 
agricultural enterprise, and hence outside monitoring is easier for the 
former than for the latter.’ 

As in the case of other intermediate inputs, one solution to high 
transaction costs of lending is to internalise the market for loanable 
funds. Internalising the market for funds means in this context that the 
transfer of funds between saver and investor will be organised through 
hierarchical directives. The saver will now be the investor, or will direct 
the behaviour of the investor. Hierarchical co-ordination has two main 
advantages: first, an equity owner usually has much greater control over 
the use of funds than a lender. Equity owners are granted the power to 
determine the firm’s activities and to be involved in its day-to-day 
management. Second, the incentives to default are eliminated because 
borrowers are now also lenders, and they are paid from the profits of the 
venture. This applies even if the providers of finance are not directly 
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involved in the management of the firm, but instead hire professional 
managers to act on their behalf. Employment contracts give equity 
owners the power to direct behaviour and to discipline employees. 
These employees have less incentive to misrepresent projects since they 
no longer have title to the residual, but are paid a fixed amount to obey 
managerial directives.” On the other hand, breaking the connection 
between project-specific earnings and rewards encourages shirking by 
managers, either in the form of on-the-job consumption, or in the form 
of overly conservative investment policies. 


Intermediation 


The other dimension of the transfer of financial capital is intermedia- 
tion. Intermediated transfers are those in which a third party, a bank, a 
trading company, or a manufacturing concern, stands in between 
lenders and borrowers. Intermediated transfer is more efficient than 
direct transfer in two main cases: (1) when there are significant mis- 
matches between the average size and time-structure of savings and 
investments; (2) when the process of transforming savings into invest- 
ments is characterised by a minimum efficient scale that is much larger 
than that which is economical for savers to undertake (one particular 
aspect of this case is when collecting information and linking savers and 
investors is subject to large economies of scale). Additionally, history 
may be relevant. For example, intermediation may dominate in 
countries where merchant banks became established before capital 
markets, and vice versa. 

Case (1) is well known, and does not justify further comments, but it 
may be worthwhile to expand on (2). Intermediators centralise the 
transfer of information between savers and borrowers. When infor- 
mation is complex and rapidly changing, the minimum amount of 
necessary information to make wise investment decisions may be large. 
Because information is a public good, this may make centralised infor- 
mation collection by an intermediator economical. As a result, indi- 
vidual investors may find it efficient to lend or to take equity in an 
intermediator who will specialise in screening projects. 

Note that underwriting of bonds and stocks by banks or other inter- 
mediaries is not considered intermediation here. In this paper, inter- 
mediation takes place when individuals or businesses raise funds in their 
own name and transfer them to other entities. 

Internalisation and intermediation are separate concepts. The trans- 
fer of financial capital can be internalised both when it is intermediated 
and when it is not. The former case corresponds to a conglomerate 
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multinational firm collecting funds from stock-holders and allocating 
them to be invested by various divisions or subsidiaries. A case where 
the transfer of financial capital is internalised but not intermediated is 
that of free-standing firms, where each firm was basically set up to invest 
in a single project. Inversely, intermediation can exist both in firms and 
in markets. Intermediation characterises the transfer of financial capital 
effected by multinational firms (internalised) as well as that undertaken 
by US multinational banks (not internalised). 


A Typology of Financial Capital Flows 


Combining the two dimensions of intermediation and internalisation 
yields four categories of transactions which together account for all 
types of international transfer of financial capital (Figure 1). Quadrant 1 
describes non-intermediated, non-equity international financial capital 
transfers. Such transfers take place when citizens of the capital- 
exporting country make loans to borrowers in the capital-poor country. 
An example would be the sale of US railroad and government bonds to 
European investors in the nineteenth century." 

In quadrant 2, the export of financial capital is not intermediated, and 
takes the form of equity. One example of such transaction would be the 
direct selling of stock by entities of capital-poor countries (or by entities 
of capital-rich countries investing in capital-poor countries) on the stock 
markets of capital-rich countries. The best example of this latter type of 
transfer is the free-standing company, an important type of FDI be- 
tween 1870 and 1914.1? These companies were registered in the main 
capital-exporting countries of the time — the United Kingdom, France, 
Belgium, and the Netherlands. They floated stock on the UK and, toa 
lesser extent, continental European stock markets, and used the pro- 
ceeds to finance enterprises located exclusively in foreign countries. 
Hence they internalised the international transfer of financial capital. 
Yet, they did not have any domestic operations, and therefore were not 
exploiting abroad some technological or marketing advantage gained at 
home. 

Quadrant 3 corresponds to transactions which are intermediated, but 
which take the form of loans. An example would be loans by banks, 
trading, or manufacturing firms located in capital-rich countries to 
borrowers in capital-poor countries. 

In quadrant 4, intermediated equity, financial capital is transferred 
from capital-rich to capital-poor countries by intermediators taking 
equity positions in foreign firms. The best example of such transactions 
is the MNE. In this form of transfer, investors in capital-rich countries 
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take equity in firms which in turn take (often full) equity in a variety of 
foreign ventures. 


MI 


The preceding analysis can predict the conditions under which inter- 
national financial capital transfers will take one of these four forms. In 
the following pages, I focus mostly on the form taken by financial capital 
transfers in the nineteenth century, a period that saw the emergence of 
many of the least well explained forms of international business involve- 
ment. Nevertheless, much of the discussion is applicable to today’s 
institutions as well. 


Loans or Equity? 


As argued above, international financial capital transfers will be under- 
taken through equity in the following circumstances: 


(1) the activity to be financed offers little collateral; 

(2) the activity to be financed is new and untested, and requires rapid, 
non-standard decisions; 

(3) there are few personal links between lenders and investors. 


There is a fair amount of evidence that both intermediated and non- 
intermediated equity transfers have been used to finance activities that 
meet those criteria. For example, British free-standing firms were dis- 
proportionately involved in colonial plantations and mining. This strik- 
ing concentration in a limited number of sectors can be explained in 
terms of our model. 

As Michie notes, these sectors were seen at the time as highly 
speculative.!4 Mining is an extremely risky industry, which offers little 
collateral as much of the investment is in diggings. As a result, new 
mining ventures are, and have always been, financed through equity. 
As Mikesell and Whitney note, ‘debt financing from commercial sources 
is almost impossible to obtain’. 

Initial exploration and development of mines are typically financed by 
the personal capital of the owner of mining claims, his friends and 
relatives, or by syndicates of affluent individuals. Once the deposit has 
been proved, one way to obtain the funds needed for development is 
through public stock offerings on stock markets. This was the pattern in 
the nineteenth century, when much of the international investment in 
mining was undertaken by free-standing firms floating shares on 
European capital markets. This pattern of equity financing of new mines 
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continues today. Small mines in North America have been financed by 
stocks floated on the penny stocks markets of Spokane, Denver, and 
Vancouver. 

Another way by which new mines obtain financing is when established 
mining companies, suppliers, or customers, take an equity ownership in 
the project. These intermediators, because they are larger and well 
established, have available funds from reinvested profits or can more 
easily obtain equity or loan financing. They also have privileged infor- 
mation on the prospects of the borrower. Much of the financing for the 
development of open-pit porphyry copper orebodies in the late nine- 
teenth century thus came from existing copper mines in northern 
Michigan, from the owners of successful gold and silver mines, and from 
the exporters of American copper to Europe.!” After the first World 
War a substantial percentage of mining projects in developing countries 
was financed by multinational mining firms. Until the wave of nationali- 
sation of the 1960s equity financed 90 per cent of the total capital 
requirements of mining projects in developing countries. 18 

Similarly, international equity financing has been prevalent for some 
types of agricultural investments. The main collateral for agricultural 
investments is land. When land has little value for alternative crops it 
provides limited security for a loan and lending becomes difficult. 
Managerial decisions are also difficult for an outside lender to monitor. 
Hence we would expect speculative endeavours, such as new export 
market crops, to be shunned by lenders and to have to rely mostly on 
equity financing, in either its intermediated or non-intermediated forms. 

The evidence on the financing of rubber plantations and tea gardens is 
broadly consistent with our hypothesis. As predicted, rubber planting 
was financed by equity, both non-intermediated (free-standing firms) 
and intermediated (rubber manufacturers and trading companies). 
Rubber planting was a risky business when it was introduced to the Far 
East in the 1890s. There were no settled techniques of cultivation and 
great uncertainty as to the size of the market. The land which rubber 
planters were using had been previously uncultivated, and hence had 
little value for alternative uses. Rubber investments are also long 
term, as it takes seven years before heveas yield marketable rubber.” 

Ramachandran’s study of the methods of financing rubber and tea 
estates in Ceylon is supportive.” It shows that the ordinary share was 
the only type of security used by rubber companies to raise initial funds. 
In contrast, Ceylon’s tea companies made greater use of debentures 
when they were established in the 1890s. Ramachandran explains the 
difference by the fact that by then the tea industry had been firmly 
established. Debentures could then be secured by the value of estates.” 
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A third type of activity which we would expect to be shut off from loan 
financing is research and development. R & D-intensive activities are by 
definition speculative, and provide little collateral. Commercial banks have 
always been very unsympathetic to the requests of managers of small high- 
technology start-ups.” Consequently, R & D projects have traditionally 
been financed by equity. Initially, the project is financed with funds from the 
inventor, his friends, relatives, and acquaintances. Once the potential has 
been proved, the project is further developed by floating on the stock 
market or by sale to an established firm. 

This pattern was as true in nineteenth-century England as it is 
today.”* Today, the initial development of US high-technology firms is 
financed to a large extent by venture-capital firms (intermediated 
equity, in our classification). These firms collect funds from pension 
funds, endowments and foundations, affluent individuals, US and for- 
eign corporations, and US insurance companies. Venture-capital! firms 
invest for ten years or so in exchange for an equity stake, and realise 
their return when the company makes a public stock offering or is 
acquired by another company. 

Michie notes that another source of intermediated equity for the high- 
technology start-ups of nineteenth-century England was established 
British companies in fields not far removed from the new ventures. The 
same pattern applies today. 3M, for example, had $85 million invested 
in 1989 in 37 venture-capital funds, but made also 20-30 direct equity 
investments of $2-3 million each. Lately, Japanese foreign direct inves- 
tors have played the same role, providing funds to cash-starved US firms 
in exchange for a share of the equity.” 

The model predicts that, by contrast, loans (intermediated or not) will 
be used for investments which provide collateral, and in which the 
performance of management is relatively easy to monitor. A cursory 
look at international capital flows in the nineteenth century shows the 
following pattern: 


1. in general, banks provided only short-term lending, mostly on 
receivables; 

2. long-term lending took the form of bonds and debentures, mostly 
government bonds, railway bonds, and mortgages. 


One striking feature of long-term financial capital flows in the nine- 
teenth century is the very limited role played by banks. Lending by 
banks was overwhelmingly short term. Banks provided short-term 
advances of working capital, and they financed the international move- 
ment of commodities, but they did not lend long-term.”” Long-term 
lending was through bonds, mostly issued by governments and railways, 
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and for mortgages, three situations under which lending has relatively 
low transaction costs. As is well known, the default risk of lending to 
governments is reduced by the fact that governments have taxing 
powers, and can therefore raise taxes to repay loans. Land was also a 
good collateral in a number of fast growing nineteenth century 
countries, and so it is not surprising to read that considerable sums of 
European (mostly British and Scottish) money were lent as mortgages 
to farmers in North America, Australia, and Argentina.” 

Railways are another interesting case. In Europe and Russia, the 
construction of railroads in the nineteenth century was financed through 
the emission of state-guaranteed bonds.”? American railroads obtained 
most of their funds from Europe in the form of mortgage bonds.” There 
are two reasons why US railroads were generally financed by loans and 
not by equity. First, the land owned by the railroads provided good 
collateral.*! Second, railroads were the first regulated enterprises in the 
United States, and were early users of cost accounting. In 1909, the US 
Interstate Commerce Commission prescribed a standard balance sheet 
for all railroads, at a time when few of the firms quoted on the New 
York Stock Exchange published annual reports.” Hence the risk of 
default for railroads was much lower than for other firms, and this made 
financing through loans possible. 


Intermediated or Not? 


We have argued earlier that financial intermediation will take place (1) 
when there are large differences between the average size and term 
structure of savings and investment and (2) when there are such infor- 
mation asymmetries between savers and investors that centralisation of 
information collection and processing makes sense. There is a good deal 
of evidence to support this argument. Take the case of the financing of 
new, risky projects. 

As we have seen earlier, the general pattern of financing of such 
projects is that it is very difficult to obtain any type of large financing 
(loans or equity) at very early stages of development when the viability 
of the project is not established. Hence the flow of initial capital for such 
development is generally not procured from the public at large, but 
comes from the reinvested profits of existing concerns (manufacturers, 
traders) or from the savings of the initiator of the project, his friends and 
acquaintances. As initial development is completed, additional financ- 
ing is obtained either from existing concerns or by equity financing 
obtained by floating the project as a separate entity. 

There are three main patterns. The first is full intermediation, in 
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which the project is developed within an existing concern. This pattern 
is that of today’s ‘textbook’ multinationals which raise funds from 
investors in their home countries (and increasingly elsewhere) and 
invest these funds in a portfolio of projects, some of which are located 
abroad. The second pattern is zero intermediation, in which the new 
project is floated as a separate entity whose shares are directly offered to 
the public. This flotation may be facilitated by a specialist agency, such 
as a promotor or a merchant bank, but once floated the new firm is 
basically independent. This is the way many free-standing firms were 
established. Venture-capital firms also proceed in this manner. Finally, 
the most interesting cases are intermediate cases, where the new pro- 
jects remain connected to their sponsors. 

One such intermediate case is the mining finance house, a character- 
istic feature of gold mining in South Africa. The first South African gold 
mines were outcrop mines. The initial development of these mines did 
not require large investments, and they therefore could be financed by 
syndicates of wealthy individuals. In the 1890s the action moved to the 
Witwatersrand underground mines (deep levels). The development of 
these mines required an unprecedented volume of financial capital, 
much greater than that which syndicates of wealthy individuals could 
provide.” The solution was the development of mining finance houses. 

Mining finance houses were created by diamond merchants who used 
their good name to raise money in Europe for the initial development of 
deep levels. When these could be shown to the public to be promising, 
they were floated as separate companies, but the mining finance house 
kept a controlling minority share. The mining finance houses had cen- 
tralised management and prospecting divisions which provided mana- 
gerial, secretarial, and administrative services to the firms which were 
members of the group.** Some of these houses are still active today in 
basically the same form. 

Another interesting case is that of trading companies. British trading 
companies in the nineteenth century helped float companies which were 
or could become their customers. For example, British companies 
trading in Malaya provided working capital to estates switching to 
rubber plantations, helped float them in London as limited liability 
companies, and retained an equity ownership in them. Trading compa- 
nies handled the imports and exports of the estates in which they had 
ownership and supervised the work of the local estate managers, all in 
exchange for a commission, a system known as the ‘agency house’ 
system.*> This system by which a trading company helps float a concern 
and keeps a share of the floated companies leads to the creation of what 
Chapman has called ‘investment groups’. Companies that were part of 
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these groups were active in a variety of industries in all parts of the 
world (from jute mills and tea estates in India to flour mills in 
Argentina).*© 

These examples show that the extent of intermediation seems to hinge 
on three factors, the size of the investment, the degree of information 
asymmetry, and the presence of sale economies. The greater the size of 
the investment, the more difficult it was for an isolated promoter to 
obtain the necessary finance to bring the project to the point where its 
shares could be sold to the general public, and the greater the need to 
finance the development from the earnings of existing operations — 
whether in the same or in different fields. Hence the shift from indi- 
vidual free-standing companies to mining finance houses in South Africa 
coincided with the shift from outcrop to deep-level mines. 

The same pattern is clear in tin mining in Malaya. Up until 1910, the 
dominant mining technique for alluvial ores in Southeast Asia was 
gravel pumping, a relatively simple, low-cost, labour-intensive method. 
Between 1910 and 1930 gravel pumps were replaced by dredges, a 
method much more technologically sophisticated and 30 times more 
capital intensive. Interestingly, while gravel pump companies were all 
floated as free-standing firms, the 1920s saw the rise of mining finance 
houses, such as Anglo-Oriental, which invested in a portfolio of mines 
in Thailand, Burma, Malaya, and Nigeria.” 

The second factor seems to be the extent of information asymmetry 
between the promoter and the public. For example, the role of agency 
houses in floating rubber planting companies declined as the industry 
became better established.” Similarly, the Witwatersrand gold deposits 
were quite different from other known deposits at the time, and this 
may explain the comparative advantage of established and well-known 
diamond merchants over local mining entrepreneurs in raising financial 
capital for their development. Lastly, the reason why companies stayed 
in groups is linked in part to the provision of common services subject to 
scale economies, such as shipping, group buying and selling, and man- 
agement and technical services. 


IV 


In spite of its recent vintage, transaction cost theory has proved to be 
remarkably useful in explaining the main features of MNEs.*° Yet in the 
last two decades historians of the MNE, and especially of its non- 
American incarnations, have uncovered a number of types of FDI, such 
as free-standing firms and investment groups, which are quite different 
from the traditional MNE described and explained by mainstream 
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transaction cost theory. The forms taken by many of these investments 
were in fact so different from the typical MNE that for long they were 
not recognised as belonging to the genus, and not included on statistical 
compilations of FDI.“ This has led some economic historians such as 
Fieldhouse to question the ability of transaction cost theory to account 
for the wide variety of forms and motives of FDI.*! 

To an international business theorist, the curious forms taken by 
some non-American FDIs present an interesting challenge. The goal of 
this paper has been to show that transaction cost theory can be extended 
to meet that challenge. There are two important steps in this extension. 
The first step is the abandonment of the view that MNEs arise when 
firms internalise the exploitation abroad of firm-specific advantages. 
This commonly held view tends to focus attention on R & D-intensive 
firms expanding abroad from a home base. Such a focus makes it 
difficult to explain the international expansion of firms which do not 
enjoy any technological home-based advantages, such as free-standing 
firms, trading, or holding companies. 

In reality, firms do not internalise advantages, they internalise mar- 
kets for intermediate inputs, including, but not exclusively, markets for 
what are called ‘advantages’. R & D intensive firms do not internalise 
their technological advantages, they internalise the market for their 
technological advantages. Understanding this makes it possible to ex- 
plore cases where MNEs internalise markets for other inputs. 

In this paper, I look at financial capital as an intermediate input. I 
identify all possible ways in which capital can be transferred internatio- 
nally. Two of the main dimensions of this transfer are its governance 
mode (price or hierarchy) and the degree of intermediation. The gover- 
nance mode depends on the level of transaction costs. This in turn will 
vary with the type of activities funded. Specifically, transaction costs of 
lending will be high for activities which provide poor collateral. When 
lending fails, a way to reduce transaction costs is to have the lender and 
the borrower joined by equity links. Hence the theory developed in this 
paper offers clear predictions as to the type of activity that is likely to be 
financed through lending and through equity.” 

Another important dimension of financial markets is the extent of 
intermediation, that is the extent to which it pays for institutions to act 
as brokers in the relationship between suppliers and demanders of 
credit. Intermediation is efficient when there are large differences be- 
tween the average size and term-structure of savings and investments 
and large information asymmetries between savers and investors. 
Combining these two dimensions gives us a typology of international 
financial capital transfers and of the corresponding financial institutions. 
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Although some of the hypotheses presented here are quite speculat- 
ive, they seem at least superficially consistent with some of the historical 
evidence, which shows that some activities offering little collateral, such 
as mining, some types of agriculture, and the manufacture of new 
science-based products have always been financed through equity. 
Inversely, international lending has historically been extended to a 
limited set of borrowers offering good collateral, including railroads, 
land-owners, and governments. The evidence on intermediation is also 
supportive, with intermediation observed when the minimum efficient 
size of the investment is large and there is considerable information 
asymmetry between savers and investors. The model suggests that we 
should see free-standing firms used to finance projects offering little 
collateral, but of relatively small size and using fairly standard tech- 
nology. Mining finance houses and other types of intermediated equity 
(such as venture capital and investment groups) will be used to finance 
investments with little collateral, but of greater minimum efficient size 
and more complex technology. This seems to have some empirical 
support. 

Naturally, internalisation of capital markets was only one of the 
motives leading to the creation of these institutions. In many cases, 
other intermediate inputs were internalised as well. However, financial 
capital played a major role, and the characteristics of many of these 
unconventional FDI forms cannot be understood without consideration 
of their role in the international transfer of financial capital. 

The model is unconventional in two ways: first, debt and equity are 
seen as governance structures.“ Debt is the market method of co- 
ordinating savers and investors, equity is the hierarchical one. Second, 
intermediation is seen as a feature of both markets and firms. The model 
provides a general theory of the forms taken by international financial 
flows, and of the corresponding institutions. It provides a rationale for a 
number of institutional forms which have not fitted well into existing 
theories. It also suggests similarities between a number of previously 
poorly understood forms. 

The approach taken here is ‘comparative institutional’, in the sense 
that the various ways in which financial capital can be transferred are 
examined simultaneously. This way of looking at financial capital trans- 
fer may save us from the temptation of comparing real-life institutions 
with absolute standards which do not take into account transaction 
costs. Seen in this light, the negative views of some business historians 
towards free-standing firms and agency houses need to be re- 
evaluated.“ 


68 THE MAKING OF GLOBAL ENTERPRISE 


NOTES 


I acknowledge the useful comments of Robert Grosse, Bruce Kogut, Adrian Tschoegl, 
and Mira Wilkins on the many previous incarnations of this paper, and of Charles Harvey, 
Tom Roehl, Geoffrey Jones and two anonymous referees on the present one. 


1. J Dunning, American Investments in British Manufacturing Industry (1958); S.H. 
Hymer, The International Operations of National Firms: A Study of Direct Foreign 
Investment (unpublished Ph.D. dissertation, MIT, 1960, later published by MIT Press 
in 1976). 

2 This view of MNEs as internalising firm-specific advantages contrasts with the view 
that MNEs internalise markets for intermediate factors, including goodwill, market- 
ing services, and raw materials and components. For the latter view, see for example 
J.-F. Hennart, A Theory of Multinanonal Enterprise (Ann Arbor, MI, 1982) and M. 
Casson, The Firm and the Market (Cambridge, MA, 1987). For a recent survey, see 
J.-F. Hennart, ‘The Transaction Cost Theory of the Multinational Enterprise’, in C. 
Pitelis and R. Sugden (eds.), The Nature of the Transnational Firm (1991). 

3. M. Wilkins, ‘European Multinationals in the United States, 1875-1914’, in A. 
Teichova, M. Levy-Leboyer, and H. Nussbaum (eds.), Multinational Enterprise in 
Historical Perspective (1986); M. Wilkins, ‘The Free Standing Company 1870-1914’, 
Economic History Review, 2nd series, Vol.61 (1988), pp.259-82; S.D. Chapman, 
‘British-Based Investment Groups Before 1914’, Economic History Review, 2nd 
series, Vol.38 (1985), pp.230-51. 

4. J.-F. Hennart, ‘Internalization in Practice: Foreign Direct Investment in Malaysian 
Tin Mining’, Journal of International Business Studies, Vol.17 (1986), pp.131-43. 

5. Wilkins, ‘Free Standing Company’; Hennart, “Transaction Cost Theory’. 

6. O. Williamson, ‘Corporate Finance and Corporate Governance’, Journal of Finance, 
Vol.63 (1988), pp.569-98. In general, the two dimensions are aligned, i.e. owners of 
residual claims also have control rights. In practice, there are some anomalies that 
would deserve further study: it is possible for equity shares to have no voting rights 
and for debenture shares to carry votes. I am grateful to an anonymous referee for this 
point. 

7. In practice, both firms and markets make use of a mix of price and behaviour 
constraints. See J.F. Hennart, ‘Explaming the Swollen Middle: Why Most 
Transactions are a Mix of “Market” and “Hierarchy” ’, Organization Science, Vol.4, 
No.4 (1993). 

8. Hennart, Theory of Multinational Enterprise. 

9. The three techniques are to some extent substitutes Collateral is a substitute to 
screening borrowers and projects, as shown in pawnbroking, where the identity of the 
borrower and the uses to which the borrowed funds will be put are unknown to the 
lender 

10. M. Jensen and W. Meckling, ‘Theory of the Firm. Managerial Behavior, Agency 
Costs, and Capital Structure’, Journal of Financial Economics, Vol.3 (1976), pp.305— 
60 


11 Those bonds were often placed by foreign banks, but without changing their charac- 
teristics. Hence I do not consider this to be intermediation. 

12. According to the US Federal Trade Commission, there were more than 2,500 British 
free-standing companies operating outside the US and Canada in 1916. The Bancroft 
Library of the University of Califorma, Berkeley, lists 1,600 British companies as 
having invested in the American and Canadian west between 1870 and 1914. See A. 
Ostrye, Foreign Investments in the American and Canadian West, 1870-1914: An 
Annotated Bibliography (Metuchen, NJ, 1986). To this must be added the numerous 
French and Belgian free-standing companies that invested in central Europe and 
Russia. See John McKay, Pioneers for Profit (Chicago, 1970). 

13. Wilkins, ‘Free Standing Company’. 

14. R. Michie, Money, Mania, and Markets (Edinburgh, 1981). 


INTERNATIONAL FINANCIAL CAPITAL TRANSFERS 69 


15. 


16. 
17. 


One exception to the rule is the recent development of project finance. This develop- 
ment, which is due to the increased risk of nationalisation of mining projects by host 
countries, mixes debt financing by an international banking consortium to finance 
construction, supplier credits for the equipment, and company equity to finance 
exploration and the feasibility study. The security of the loan usually consists of 
contracts for the output of the mine, but the mining parent does not assume the 
liability for the indebtedness of the project. The record of this type of financing has 
been mixed. See R. Mikesell, ‘Materials Industries: Financing’ in M. Bever, (ed), 
Encyclopedia of Materials Science and Engineering, Vol.8 (Oxford, 1986). 

R. Mikesell and J. Whitney, The World Mining Industry (Boston, 1987), p.41. 

The capitalists who backed Anaconda and Bingham Canyon were owners of gold and 
silver mines who invested their profits in copper. The Montana Copper Company of 
Butte got its backing from the Lewisohn trading firm. The Phelps-Dodge trading firm 


© backed Morenci and Bisbee, while the Guggenheim trading firm invested in South 


31. 


Bg 


R X BRE B 


America and the Hochschilds in Northern Rhodesia. See T. Navin, Copper Mining 
and Management (Tucson, 1978), p.113. 


. M. Radetzki and S. Zorn, Financing Mining Projects in Developing Countries (Lon- 


don, 1979). 


. N. Ramachandran, Foreign Plantation Investment in Ceylon, 1889-1958 (Colombo, 


1963), p.27. 


. R. Stillson, ‘The Financing of Malayan Rubber, 1905-1923’, Economic History 


Review, Vol.24 (1971), p.589. 
Ramachandran, Foreign Plantation Investment. 


. Ibid., pp.26-7. 


E. Carlson, ‘Japanese Bankroll Smal! U.S. Firms’, Wall Street Journal, 2 Nov. 1989, 
Bl. 

R. Michie, ‘Options, Concessions, Syndicates, and the Provision of Venture Capital, 
1880-1913’, Business History, Vol.23 (1981), pp.147-64. 

As we would expect, venture capital investments are very speculative, with a very 
small number of stakes returning ten to 290 times the invested capital, while the 
majority earns little or nothing. See A. Pollack, ‘Venture Capital Loses its Vigor’, 
New York Times, 8 Oct. 1989. 


. In mining, plantations, and high tech, initial funding takes the form of equity. As 


firms become more established, they make greater use of debt. See ‘Little needs 
Large’, Economist 11 Nov. 1989, p.100; Carlson, ‘Japanese Bankroll’. 


. R. Cameron, ‘Conclusions’, in Cameron and Bovykin (eds.), International Banking: 


1870-1914 (New York and Oxford, 1991). 


. M. Wilkins, The History of Foreign Investments in the United States to 1914 (Cam- 


bridge MA, 1989). 


. Cameron, ‘Conclusions’, p.530. 
. It is estimated that 90 per cent of the $4 billion of US railroad securities held in 


Europe in 1914 were in the form of bonds, and ten per cent in shares (Bradstreet’s, 31 
Oct. 1914, p.690, quoted in Wilkins, History of Foreign Investments, p.725 footnote 
11). 

In 1913, 90 per cent of the $11.2 billion of US railroad debt was backed by some forms 
of mortgage. See J. Baskin, ‘The Development of Corporate Financial Markets in 
Britain and the United States, 1600-1914: Overcoming Asymmetric Information’, 
Business History Review, Vol.62 (1988), pp.199~237. 


. Baskin, ‘Corporate Financial Markets’, p.228. 
. The estimated cost of sinking a deep-level shaft to 5,000 feet was £0.5 million sterling. 


© See R. Turrell and J.-J. Van Helten, ‘The Rothschilds, the Exploration Company, 


Rag 


and Mining Finance’, Business History (1986), pp.181-205. 


. Turrell and Van Helten, ‘Rothschilds’, p.188. 

. J.H. Drabble, Rubber in Malaya 1876-1922 (Kuala Lumpur, 1973). 

. Chapman, ‘British-Based Investment Groups’. 

. Yip Yat Hoong, The Development of the Tin Industry in Malaya (Kuala Lumpur, 


42, 


43. 


45. 


THE MAKING OF GLOBAL ENTERPRISE 
1969) 


. Drabble, Rubber in Malaya, p.85. 
. Hennart, ‘Transaction Cost Theory’. 
. J. Stopford, ‘The Origins of British-based Multinational Manufacturing Enterprises’, 


Business History Review, Vol.48 (1974), pp.303-35. 


. D.K. Fieldhouse, ‘The Multinational: A Critique of a Concept’, in A. Terchova, M. 


Levy-Leboyer, and H. Nussbaum (eds.), Multinational Enterprise in Historical 
Perspective (1986), pp.9-29. 

The point is implicit in Hennart, A Theory of Multinational Enterprise. For an explicit 
statement, see M. Casson, ‘General Theories of the Multinational Enterprise: Their 
Relevance to Business History’, in P. Hertner and G. Jones (eds.), Multinationals: 
Theory and History (Aldershot, 1986). 

One might argue that free-standing firms were internalising an ownership advantage, 
consisting of preferential access to financial capital. One danger of this formulation is 
that it assumes that the impetus for free-standing firms must necessarily come from 
firms in capital-rich countries. The ‘internalising of markets’ approach, on the other 
band, suggests that the initiative for internalisation may come from either firms in 
capital-rich or in capital-poor countries, and the historical record supports that 
intuition. One Bolivian entrepreneur, F.A. Aramayo, for example, floated a free- 
standing firm in London m 1906 to obtain financial capital to develop its Bolivian tin 
properties. See J Hillman, ‘The Emergence of the Tin Industry ın Bolivia’, Journal of 
Latin American Studies, Vol. 16 (1986), p.429. 


. This 1s in contrast to finance theory, which argues that the choice between debt and 


equity financing depends on taxes, earnings volatility, growth opportunities, and 
industry structure. See S. Balakrishnan and I. Fox, ‘Asset Specificity, Firm 
Heterogeneity, and Capital Structure’, Strategic Management Journal, Vol.14 (1993), 
pp.3-16. 

For such negative views, see, for example, C. Spence, Mining Investments and the 
American Mining Frontier, 1860-1901 (Ithaca, 1958). 


Britain’s Overseas Investments in 1914 
Revisited 


T.A.B. CORLEY 
University of Reading 


Despite a considerable amount of research, the anatomy of the pre-1914 
British economy has not yet been completely laid bare. A recent useful 
approach was via the topic of comparative, or competitive, advantage. 
Nicholas Crafts and Mark Thomas related this concept to Britain’s 
manufacturing overseas trade between 1910 and 1935. They found that 
the country’s comparative advantage in manufactures had, ever since 
1870, rested in unskilled-labour-intensive, capital-neutral and human- 
capital-scarce commodities. The sectors which they identified in the 
UK’s ‘revealed comparative advantage’ for 1913 were the staple indus- 
tries of textiles and iron and steel, and also railways and ships, spirits 
and tobacco; a corresponding disadvantage was to be found in technolo- 
gically advanced industries. They stressed Britain’s relatively low labour 
productivity in manufacturing, associated with a dearth of trained skills, 
‘an essential input to the technologically progressive product-cycle 
industries that dominated the Second Industrial Revolution’. Hence 
Britain’s manufacturing exports tended to comprise goods principally 
made by unskilled and low-wage labour.? 

These findings broadly accord with those of Alfred Chandler, that by 
about 1900 the largest and most successful enterprises in Britain were 
those making branded consumer goods, including foodstuffs, cigarettes 
and tobacco products, drinks, and consumer chemicals such as soap, 
starch, cosmetics, paints and pills.” To be sure, not all such manufac- 
turers were necessarily large exporters. Some products were earmarked 
for domestic customers, and others may not have appealed to overseas 
markets. For others again, entry into foreign countries was impeded by 
high tariffs or other barriers to trade. Even so, Britain was an open 
economy, with visible imports equivalent to nearly 33 per cent of its net 
national product in 1913, and visible exports to almost 29 per cent. To 
that extent, the question of comparative advantage was linked with the 
UK’s involvement overseas. 

Another form of international involvement by British firms was that 
of foreign direct investment (FDI). Firms acquired assets over- 
seas which they planned to control themselves; FDI was thereby 
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distinguished from foreign portfolio investment, by individuals and 
sometimes firms, where no control was entailed and the investors mer- 
ely sought interest and dividends. As John Dunning has shown, de- 
cisions to undertake FDI and to create multinational enterprises 
resulted from competitive advantage. Entrepreneurs tended to under- 
take production overseas, to the extent that they enjoyed ownership, 
location and internalisation advantages over rivals. Dunning stressed 
that his ‘OLT framework or paradigm related to firms in general, from 
which a ‘representative firm’ could be selected for each group; he also 
further identified country-, industry- and firm-specific factors which 
affected advantage. He was aware that, while some entrepreneurs 
would actively exploit the advantages which they had perceived, others 
with equal awareness of such advantages failed to do so through inertia 
or risk-aversion. Like Crafts and Thomas, he identified trends, showing 
that entrepreneurial perceptions of advantage in Britain were sufficient- 
ly widespread to generate considerable quantities of both exports and 
foreign investment.? 

The present article sets out to examine data of Britain’s FDI during 
the years before 1914, in the context of the country’s overall foreign 
investment record. Since the procedure for constructing such data may 
not be too familiar, Section H contains a general ‘scope and method’ 
discussion. Section II then tackles the practicalities of estimating the 
relevant quantities for this period. Section IV concludes by attempting 
to assess how far this study has enhanced our understanding of this part 
of the UK economy’s anatomy. 


II 


This section outlines the principles behind an investigation into Britain’s 
overseas assets in the period shortly before 1914. As the size of the 
country’s investment stock was then closely related to its balance of 
payments position, the latter forms a starting point of the present 
discussion. 

Since Britain earned a current account surplus on its balance of 
payments in all but a handful of years between 1816 and 1914, by the 
latter year it had built up what Albert Imlah has termed a substantial 
‘accumulating credit abroad’.* British citizens and companies held a 
negligible amount (less than five per cent in 1913) of this surplus in the 

_ form of gold and silver, and devoted some to short-term lending over- 
.~~ s. However, the bulk was spent on long-term foreign investment." As 
aboye, this took two forms, depending on the presence or 

ce of control, namely portfolio and direct investment. 


J 
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As to portfolio investment, individuals or corporate investors held 
securities of overseas-based companies in their portfolios. Their hold- 
ings in each represented too small a proportion of the whole for them to 
be able to influence its strategy, even had they wished to do so. Hence 
no control was involved. 

In the ‘direct’ case, however, joint-stock or unincorporated compa- 
nies carried out overseas investment with the specific purpose of obtain- 
ing control. That entailed either creating enterprises from scratch in the 
host countries or purchasing existing productive units. They therefore 
owned all or a substantial part of the assets in which they had invested. 

Confusion has arisen in the literature because the concept of FDI has 
been understood in two different senses. Before 1914, it was defined as 
private-sector capital invested overseas other than through a stock 
exchange. This definition has relevance as long as attention was focused 
mainly on the channels for securing the funds required. However, it 
became less useful in practice once economists, and later economic and 
business historians, from the 1960s onwards began to study the theory 
and conduct of the multinational enterprise, being heavily influenced by 
the pioneering work of Stephen Hymer.® Dunning’s researches into 
FDI, for example, concentrated on questions of control rather than on 
the sources of funds. 

However, as some scholars have — at least until recently — continued 
to use the old definition, there is a strong argument for adopting a fresh 
name for FDI which unequivocally reflects the criterion of control. Hal 
Lary’s term of ‘entrepreneurial investment’ fully satisfies such a require- 
ment, and it will be used below when this criterion needs to be 
emphasised.’ 

Outward British FDI, at least of the manufacturing kind, has been 
undertaken by two distinct kinds of firm, namely those which mainly 
produced at home, for the domestic and export markets, but then 
established one or more branches abroad, and those formed for the 
purpose of operating wholly or mainly overseas. 

The largest firm in the former (mainly domestic) category by 1914 was 
probably J. & P. Coats Ltd, cotton thread manufacturer of Glasgow, 
which set up a US branch during 1869. In part this operated through the 
locally formed Conant Thread Co. Samuel Courtauld & Co. Ltd i 
1910 established a US subsidiary for rayon manufacture, the American 
Viscose Co. Not all such investing firms were incorporated. In 1890 
Thomas Beecham of St Helens began manufacturing his partnership’s 
pills in New York, the branch remaining the personal property of 
successive Beechams until the 1920s. This type of individual ownership 
of overseas ventures, held alongside domestic corporate assets, was by 
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no means unique. Although Lipton Ltd was registered in 1898, Sir 
Thomas Lipton kept as his personal fiefdom the Lipton companies in the 
US and Canada and tea plantations in Ceylon; Lipton Ltd did not 
acquire them until after his death. Such privately owned overseas units 
were no less adequately controlled than if they had been integrated into 
the main enterprises. 

To set up branches from scratch or to purchase an existing local 
company, the finance normally came out of the investing company’s 
undistributed profits. Occasionally, subsidiary companies were regis- 
tered in Britain, such as those for America and Russia of the petfood 
makers Spratts, and an American and Continental ‘Sanitas’ Company 
Ltd, by the British chemical firm of that name, both in the 1880s. Funds 
were not often raised in the host country. 

In the second case, overseas companies were established in Britain 
specifically to operate abroad. If not abortive, new issues of funds were 
made on their behalf. An example, taken at random, is that of the 
Argentine Timber & Estates Co. Ltd of 1909, which after registration 
acquired property in Argentina for both ranching and the manufacture 
of railway sleepers and of tanning extract. 

Two basic questions arise about overseas companies. The first is why 
many or most of these companies were in the past regarded as portfolio 
investments rather than, as here, allocated to the direct (entrepreneur- 
ial) category. The second is how far they can be identified as free- 
standing companies, where control from Britain was weak or non- 
existent. 

As to the first question, it was shown above that because the earlier 
definition of FDI was concerned only with the channel of financing, and 
because the bulk of overseas companies’ initial funds came via Britain’s 
stock exchanges, these companies were assumed to be the result of 
portfolio investment. Thus successive authors have reckoned UK total 
overseas investments by 1914 to have been overwhelmingly portfolio 
and only ten (or no higher than 20) per cent direct. As will be explained 
in Section III, Houston and Dunning in 1976 were the first to estimate 
that Britain’s FDI stock for 1913, defined according to the control 
criterion, had comprised above 34% per cent of its aggregate overseas 
capital. Partial studies of 1977-78, for Latin America and for Third 
World recipient countries in 1914 by Irving Stone and Peter Svedberg 
respectively, confirmed that this proportion was not unreasonable, hav- 
ing been about 40 per cent for British investments in Latin America and 
at least 44-60 per cent for those in the Third World.® 

What now becomes clear is that overseas companies of that era were 
developed by a two-stage process. In the initial stage, wealthy indi- 
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viduals — and sometimes companies, including investment trusts — 
bought shares and debentures, and thus ‘invested’, in such enterprises. 
Those scholars who approached this subject from the macro-economic 
and institutional viewpoints, have interestingly discussed such aspects as 
the marked preference of ‘investors’ for safe overseas securities, with 
low variance of returns, at the expense of domestic outlets for their 
funds. Here, however, the micro-economic approach requires the 
second stage in overseas companies’ operations to be investigated as 
well, namely their carrying out of direct (entrepreneurial) investment, 
as the Argentine Timber & Estates Co. did in order to purchase and 
ship out, or buy locally, the necessary equipment for ranching and its 
various manufacturing operations. 

One area where the proportions of portfolio and direct investment are 
difficult to disentangle is that of railways. A number of British domestic 
companies, as well as private ‘investors’, held spare cash in, say, 
American railroad securities as being both good earners and readily 
marketable. Fortunately for enquirers into this issue, the Inland 
Revenue reports for these years gave annual figures of income from 
‘railways abroad which are owned and worked by British companies 
with the seat of management in the United Kingdom’: a precise defi- 
nition of the control exercised as a result of direct (entrepreneurial) 
‘investment. The numbers of such incorporated companies are given as 
104 in 1907, rising to 142 in 1913 and 1914. In Section IH, the Inland 
Revenue data are used to estimate the railway component in aggregate 
FDI. 

The second question about overseas companies is that of identifying 
the extent to which they were free-standing. The latter concept was first 
put forward by Mira Wilkins, who defined such companies as those set 
up to operate wholly or mainly overseas, and as representing an import- 
ant type of British FDI between 1870 and 1914.° According to Wilkins, 
they were legally and administratively independent units, since the 
management strategy of each was not subordinated to, nor co-ordinated 
with, that of a parent operating at home in the same industry. Because 
they did not grow out of the domestic operations of existing enterprises 
with headquarters in Britain — as, it should be pointed out, the branches 
of home companies discussed above did — they differed from what 
Wilkins has called the ‘American model’. In the US, the home-country 
head office both controlled overseas branch operations and internalised 
all activities within the whole enterprise, most notably the dissemination 
of know-how. 

By contrast with the rigorous control from home and centralised 
strategy of US multinationals, then, the typical head office of British 
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free-standing companies was small; in Wilkins’ words, it ‘normally 
comprised a corporate secretary and the board of directors (whose 
members participated in other activities in Britain), and little else’. She 
therefore characterised many free-standing firms as possessing ‘little 
more than a brass nameplate’ somewhere in the City of London. Many 
confined their operations to one overseas country, as indeed the 
Argentine Timber & Estates Co. did, and they tended to fall into 
clusters which comprised ‘numerous overlapping circles of individuals 
and enterprises’. These circles included groups of solicitors, accountants 
and managers of trading companies, while among the industrial groups 
were mining, brewing and foodstuffs manufacture. It thus emerges that 
these interlocking areas of enterprise were precisely those in which 
Britain enjoyed a comparative advantage. 

A great deal of further research on the free-standing company is 
needed before the full value of Wilkins’ contribution to our understand- 
ing of UK overseas ventures in 1870-1914 can be assessed. Here the 
point at issue is whether such free-standing companies were so inade- 
quately controlled from Britain that they should be regarded as the 
fruits of portfolio rather than direct (entrepreneurial) investment. In an 
article of 1974, John Stopford specifically excluded from the direct 
category overseas foreign investment where a ‘sense of management’ 
was to be found, but no strategic control exercised from Britain. That 
type he called ‘expatriate’, and thus separate from the portfolio and 
direct kinds.*° As Wilkins pointed out, genuinely expatriate investment 
has no place in Britain’s overseas assets; however, Stopford did include 
in the expatriate category such firms as the Burmah Oil Co. and the 
Anglo-Persian Oil Co., later British Petroleum, on the grounds that 
non-British-based interests were involved. This is a dubious argument, 
as the pre-1914 archives make clear the stringent and unremitting 
control exercised from home over both companies’ ventures abroad. 
Thus Wilkins was correct in placing her free-standing companies not in a 
distinct third category but in the direct class. The debate on the whole 
issue continues. 

To sum up, the present section has comprised an introduction to this 
topic, with a broad reassessment of the scope of Britain’s outward 
foreign investments before 1914. A detailed presentation of the empiri- 
cal data is given in Section II. 


HI 


Now that Britain’s overseas investment record has been discussed gen- 
erally in Section II, the present section offers estimates of the actual 


BRITAIN’S OVERSEAS INVESTMENTS TI 


figures. These are broken down into the portfolio and direct (entrepre- 
neurial) categories in Table 1, while the industrial composition of FDI is 
set out in Table 2, and — as far as the still sketchy information allows — 
the recipient countries or areas are listed in Table 3. The most trust- 
worthy method of compiling the data would have been by submitting 
questionnaires to all firms concerned, both domestic enterprises with 
branches abroad and overseas companies. However, the US authorities 
did not introduce this method until 1929 nor those in Britain until the 
early 1960s. The estimates given here, while less comprehensive, are not 
thereby rendered useless. Carefully calculated orders of magnitude can 
help to identify the dimensions of a given issue. 

The estimate offered here is based on the three thorough contempor- 
ary investigations by (Sir) George Paish, editor of The Statist, into 
Britain’s stock of ‘capital investments in other lands’ for 1907, 1910 and 
1913 respectively.1! His 1907 enquiry is one of the most important 
privately calculated sources of British economic data for the early 
decades of the twentieth century, comparable with the enquiries of, say, 
Arthur Bowley into Britain’s capital, income, prices and savings. Paish 
used Inland Revenue data on income from two of the three forms of 
outward foreign investment, namely the securities of overseas govern- 
ments and municipalities, and those of UK-owned and managed rail- 
ways. As the Inland Revenue did not comprehensively record the 
income earned by overseas private-sector enterprises, for 1907 he com- 
piled data of capital and income from the published accounts of the 
2,172 non-railway overseas companies which he was able to obtain. For 
1910 and 1913, he added particulars of the relevant new issues in the 
intervening years. 

From these three sources, Paish estimated both the income and the 
total value of capital invested by Britons both in long-term loans to 
public-sector authorities abroad and in overseas enterprises. As the 
railway companies, which he included, to a considerable extent be- 
longed to the portfolio category (for the reasons explained in Section I), 
here the Inland Revenue income figures are taken, and multiplied up by 
the reciprocal of the rate of interest — weighted by the relative amounts 
of capital — for the Indian, other British empire, American and non-US 
foreign railways included in Paish’s industrial tabulation. The weighted 
average interest rate came to 4.407 per cent in 1907. As Paish gave no 
comparable income figures, but only capital, for 1910 and 1913, and as 
the rate of return is unlikely to have changed materially over three or six 
years, the 1907 railway multiplier is employed for 1910 and 1913 also. 

Table 1 shows the overall figures for these years 1907, 1910 and 1913, 
and the attached notes specify as fully as possible the basic methods 
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TABLE 1 
ACCUMULATED STOCK OF BRITISH OVERSEAS INVESTMENT, 1907-13 (a) 





1907 1910 1913 


% of % of % of 
£m. £2,694m £m. £3,192m £m. £3,715m 


Direct investment 
Quoted companies operatmg 

overseas and directed 

from Bnitain: capital(b) 737.3 902.8 1,086.6 
Railways controlled from 

Britain: 

estimated capital(c) 277.7 366.0 454.5 
Total 'quoted' 1,015.0 1,268.8 1,541.1 
Deduction for foreign 

participation(d) -101.5 -162.4 -231.2 

913.5 33.9 1,106.4 34.7 1,309.9 35.3 

Other (incl. unquoted) 

companies(c) 269.4 10.0 319.2 10.0 371.5 10.0 
Total direct 1,182.9 43.9 1,425.6 44.7 1,681.4 45.3 


Portfolio investment(f) 1,510.8 56.1 1,766.2 55.3 2,033.3 54.7 


Paish’s estimates 2,693.7 100.0 3,191.8 100.0 3,714.7 100.0 
Feis's amended estimate(g) 3,763.3 
‘Accumulated credit 

abroad'(h) 2,913.7 3,371.3 3,989.6 
‘Accumulated net holdings 

of overseas assets'(i) 2,889.0 3,355.0 4,165.0 





Notes: (a) Derived from Paish’s articles — see text. 

(b) 2,172 companies for 1907; for 1910 and 1913, Paish added on subsequent 
overseas company formations. 

(c) Data from Inland Revenue reports. Figure of £12,237,423 quoted by Paish in 
his 1909 article p. 468 for 1906/7, that for 1907/8 being £13,554,511. These and 
subsequent figures are adjusted to relevant calendar years. Capital estimated 
by muluplying up with weighted average of ‘rate of interest’ on Indian, 
colonial, American and foreign railways (ibid., p. 475) = 4.407 per cent. In the 
absence of comparable data for later years, the same rate of interest, and 
hence multiplier, taken for 1910 and 1913. 
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(d) Paish suggested 10 per cent for 1907 (ibid., p. 490), but made larger deduc- 
tions for subsequent years e.g. 12.8 per cent for 1910 (Paish’s 1911 article p. 
171). 15 per cent assumed for 1913. 

(e) £500 millions = British capital privately invested in other countries (Paish’s 
1909 article p. 490) = 18.6 per cent of £2693.7m. Say 10 per cent represents 
corporate investments, by unquoted companies and others. Ten per cent taken 
also for 1910 and 1913. 

(f) Residual. 

(g) H. Feis, Europe: The World’s Banker, 1870-1914 (New Haven, CN, 1930), p. 
27. Percentages for 1913 remain unchanged if amended figures are used. 

(h) A.H. Imlah, Economic Elements in the Pax Britannica (Cambridge, MA, 
1958), p. 28. 

(i) Estimates of ‘accumulated (balance of payments) balance on current account 
(net)’, omitting holdings of gold and silver in C.H. Feinstein and S. Pollard, 
Studies in Capital Formation in the United Kingdom, 1750-1920 (Oxford, 
1988), pp. 397, 462-3. 


used. Since a major object of the present paper is to estimate the 
accumulated value of foreign direct (entrepreneurial) investment, par- 
ticular attention is paid here to the capital of the ‘quoted’ enterprises 
operating abroad, which includes that of both overseas companies and 
British-controlled railways. 

Holdings by foreigners need to be deducted in order to estimate the 
purely British share. Using data of the taxable income received by 
foreigners from overseas investments, Paish estimated for 1907 an 
average figure of ten per cent for these foreign holdings. On the basis of 
estimates for the subsequent new issues, his allowance for 1910 was 12.8 
per cent; hence it seems fair to give a figure of 15 per cent for 1913. Ina 
critique of the Paish estimates, Christopher Platt judged that higher 
deductions would be more appropriate, of 15 per cent to 1907 and 20 per 
cent from 1908 to 1914. He based his judgement on a number of share 
issues which he analysed. However, these were largely of government 
and municipal issues, and it seems relevant to suggest that most for- 
eigners would have sought the greater security and marketability of 
public sector and railway portfolio issues in preference to direct (entre- 
preneurial) corporate investment outlets. 

The allowance for foreign Holdings, used here, can be checked by the 
balance of payments data of-accumulated credit abroad, cited at the 
bottom of Table 1. To the extent that foreigners purchased British 
overseas company securities, the proceeds increased the current balance 
of payments surplus, without affecting the data of (purely) British 
overseas investment. The gaps of £220 million in 1907, £180 million in 
1910 and £226 million in 1913 between the two totals suggest possible 
outer limits of the foreign holding figures; these provide a reasonable fit 
except for 1907. The ‘accumulated net holdings of overseas assets’ in the 
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TABLE 2 
QUOTED BRITISH OVERSEAS COMPANIES - INDUSTRY GROUPS (a) (%) 





Paish Paish Paish FTC Houston 
1907 1910 1913 1915(b) =: 19 14¢c) 





Resource-based 
Mining 25.1 21.0 18.5 21.1 24.9 
Oil 1.4 1.9 2.6 5.2 
Plantations (tea, coffee 
rubber} 2.6 4.3 4.1 5.2 23.3 
Total 29.1 27.2 25.2 26.3 53.4 
Market-based 
Food (esp. brewing) 1.7 1.4 1.2 3.3 
Metals, incl. motor 
traction and mfrg. 1.7 2.0 4.1 
Other 7.6 8.1 9.4 4.5 
Total 9.3 11.2 12.6 2.1 11.9 
Railways 27.4 28.9 29.5 36.8 10.3 
Bankıng and insurance 5.3 4.8 4.8 4.0 3.5 
Utilities and services 
Electric power 0.8 1.1 1.8 4.2 
Gas and water 2.2 1.9 1.9 
Tramways 3.5 4.4 5.0 1.4 
Telegraphs 3.4 3.1 2.9 1.3 
Shipping, docks, etc. 0.6 0.3 0.5 1.6 
Land and other 18.4 17.1 15.8 12.4 
Total 28.9 27.9 27.9 30.8 20.9 
100.0 100.0 100.0 100.0 100.0 
Total estimated FDI of quoted 
ies(d) above 
én 1,015.0 1,269.0 1,541.0 1,647.0 1,300.0 





Notes: (a) For sources, see text. 
(b) Excluding assets in US and Canada. 
(c) Numbers of companies only 
(d) Gross of any foreign holdings. 
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TABLE 3 
RECIPIENT COUNTRIES OF BRITISH OUTWARD FDI, 1907-14 





Pash 1907(a) Paish 1910 (a) Estimates 1914 





£m % £m % £m % 

Empire 
Canada 57 6.3 ) 3 
Australia and New Zealand 113 12.6 90c) 5 

South Africa 227 25.1 

Rest of Africa 21 2.3 105(d) 6 
India and Ceylon(d) 47 5.1 135(d) 8 
Malaya(d) 14 1.6 30(d) 2 
Other 26 2.9 7 ? 
Total Empire 434 58.9 505 55.9 688G) 41 

Foreign 
United States 97 10.8 140(e) 8 
Latin America 148 16.3 546(f) 33 
90 10.0 225(g) 13 
China, Japan & Thailand 62 7.0 82(h) 5 
Total foreign 303 41.1 398 44.1 993 59 
Total 737 100.0 903 100.0 1681 100 





Sources: (a) See text. 

(b) D.G. Paterson, British Direct Investment in Canada, 1890-1914, (Toronto, 
1976), pp. 49, 56. 

(c) J.H. Dunning, Explaining International Production, (1988), p. 75. 

(d) P. Svedberg, ‘The Portfolio-Direct Composition of Private Foreign 
Investment in 1914 Revisited’, Economic Journal, Vol. 88 (1978), pp. 
T10-74. 

(e) J.H. Dunning, ‘United States Foreign Investments and the Technological 
Gap’, in C.P. Kindleberger and A. Shonfield (eds.), North America and 
Western European Economic Policies (1971), p. 370. 

(f) I. Stone, ‘British Direct and Portfolio Investment in Latin America before 
1914’, Journal of Economic History, Vol. 37 (1977). 

(g) Calculated from Dunning, Explaining, p. 75. 

(b) China and Japan, as (d). Thailand, R.P.T. Davenport-Hines and G. Jones 
(eds.), British Business in Asta since 1860 (Cambridge, 1989), p. 123. 

(i) Residual. , 
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bottom row of Table 1 accord well with the ‘accumulated credit abroad’ 
item immediately above, except for the 1913 figure, which has yet to be 
explained. 

The total for quoted companies of £1,310 million in 1913 needs to be 
compared with the estimate for the same year by Tom Houston and 
John Dunning, referred to in Section I.“ Their estimate, of ‘above 
£1,300 million’, equivalent to 34/4 per cent of the total overseas invest- 
ment stock, was calculated from the Stock Exchange Year-Book for 
1914 and relates entirely to overseas companies. Of the 13,500 enter- 
prises quoted that year on the London Stock Exchange, they identified 
3,373 as overseas companies, 2,643 being UK-registered and 730 regis- 
tered abroad. This £1,300 million, or $6,500 million, figure has been 
widely quoted. It appears as the British element in Dunning’s tabula- 
tion, country by country, of both outward and inward accumulated FDI 
totals for selected years between 1914 and 1978, first published in 
1983.'* However, it does not include any allowance for overseas 
branches of domestic companies. As the estimate is gross of foreign 
holdings, its discrepancy with the £1,541 million ‘quoted’ figure in Table 
1 requires some explanation. 

For instance, possibly some of the 2,172 ‘public (non-railway) compa- 
nies’ in Paish’s calculations for 1907, if not the subsequent share issues, 
were not quoted on the stock exchange. Again, the estimates for the 
capital of the British-controlled railways might have been incorrectly 
multiplied up from income data by the procedure explained in Section I. 
A.R. Hall, in his tabulation of companies in 1914, discussed below, 
identified 112 overseas railway companies that year: somewhat fewer 
than the 142 noted by the Inland Revenue, but his total overseas railway 
capital of £466 million was reasonably close to the £454.5 million for 
1913 given in Table 1. The discrepancy remains to be resolved. 

Hall found that 1,976 of the 5,337 companies registered in England 
and Scotland and listed in the Stock Exchange Official Intelligence for 
1914 were operating wholly or very largely overseas, having total share 
and loan capital of £927 million. This authoritative stock exchange 
source clearly noted only those companies whose shares and debentures 
were being actively traded there — which does not by any means suggest 
that the overseas operations of the remainder were by then defunct. 
Houston and Dunning’s UK-registered companies, it will be recalled, 
numbered 2,643, and many of the 760 or so firms not common to both 
lists must have been on the small side: while the average capital of Hall’s 
overseas companies amounted to £469,000, those of Houston and 
Dunning — including a sizeable number of overseas-registered ones 
which cannot be separated out — had no more than £385,000 capital on 
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average. Indeed, the latter sum was not far from the £369,000 average 
capital of Paish’s 2,172 non-railway companies. 

Also included in Table 1 are the value of unquoted overseas compa- 
nies and that of home-based companies’ branch operations abroad, the 
latter companies (as explained in Section II) being either quoted, 
unquoted or unincorporated. For 1907 Paish allocated £500 million for 
what he called direct (that is non-stock exchange funded) investment, or 
about 18'4 per cent of that year’s combined portfolio and direct total. 
However, a proportion of that £500 million comprised short-term over- 
seas loans by banks and other companies. According to Christopher 
Platt’s calculations, these short-term loans may have amounted to no 
more than £130 million by 1914.16 The residual of £370 million was thus 
roughly equivalent to ten per cent of Paish’s overseas investment total in 
1913. This ten per cent allocation is therefore used for 1907 and 1910 
also. 

However, the £500 million just quoted far exceeds the £300 million 
‘direct’ figure later estimated by Paish for 1913. If £130 million were 
deducted for short-term lending, the remaining £170 million is clearly 
too small to cover the total value of unquoted overseas companies and 
of branch activity by domestic companies that year. As to the latter, 
branch, activities, the corporate secrecy of the day, and the absence of 
official censuses, make it impossible to provide anything like a reliable 
estimate of their value, but even a sample list of the companies con- 
cerned would be helpful. 

In 1974, for instance, Stopford noted the 14 significant pre-1914 
British manufacturing overseas investors, from Lever Brothers to 
Vickers, and the 16 ‘outpost’ foreign production activities.” Stephen 
Nicholas’s data on 448 pre-1939 manufacturing multinational enter- 
prises world-wide include over 200 which had been established before 
1914.*8 Just three British ventures in the US, by Coats, Courtaulds and 
Shell, in 1914 had an aggregate book value of above £5 million. Mira 
Wilkins noted over 100 British manufacturing multinationals in the US 
by 1914, owning about 255 plants. Even if a third of them had closed 
down, or passed out of UK ownership by then, those left still rep- 
resented a substantial direct (entrepreneurial) investment stake in one 
country. !? 

To sum up on the aggregate figures in Table 1, these show that the 
proportions of FDI, in relation to all overseas investment, rose from just 
over 44 per cent in 1907 to above 45 per cent in 1913. These findings are 
broadly in line with the above-mentioned partial estimates, offered by 
Stone and Svedberg, and greatly exceed the 10-20 per cent shares 
widely accepted until the 1970s. Scholars can no longer assert that FDI 
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was a negligible part of Britain’s outward foreign investment total. 

Table 2 allocates the quoted overseas companies to their industry 
groups. As no systematic evidence exists on the industrial composition 
of unquoted firms and on that of mainly home-operating companies with 
overseas branches, data are given only of the 78 per cent of the FDI 
total that can be identified. In each case, percentages are given. 

Partial checks on Paish’s estimates are provided from three sources. 
First, the US Federal Trade Commission compiled from ‘foreign statisti- 
cal manuals of 1915’ a list of ‘British organised or controlled companies 
whose properties are located outside of the United Kingdom, United 
States and Canada’. Its value for the present purpose is diminished by 
the omission of British companies operating in North America; more- 
over, some categories, such as the 70 ‘industrials’ and 386 ‘trading and 
various miscellaneous’, do not closely overlap with the market-based 
companies listed by Paish.2” The second source is Houston’s above- 
mentioned tabulation, of 3,373 overseas companies. While all the other 
estimates are weighted by the relevant forms’ actual capital, Houston 
gave only the number of firms in each category. 

A third check is from Hall’s figures for 1914. His estimate for ‘mines, 
nitrate, oil, tea, coffee, rubber’ came to £258 millions, compared with 
£388 millions by Paish. The number of 1,346 companies in this category 
is likewise smaller than the 1,590 specified by Houston and Dunning. 
The information which Hall furnished on overseas railway companies 
has already been mentioned. The residual industrial category, given by 
Hall, is entitled ‘financial land and management, operating mainly 
overseas’. This numbered 518 and had capital of £203 million, and 
corresponds to Houston and Dunning’s service industries, less railways, 
which totalled 553 enterprises. One service industry, for which corrob- 
orative information exists, is that of banking. Geoffrey Jones has ident- 
ified 31 British multinational banks in 1914, with 1,387 overseas 
branches and total assets — not capital — of £366 million.” 

Table 2 confirms the accepted view that Britain’s resource-based 
multinationals were decidedly commoner than market-based ones in 
this period. The former are shown to have been two or three times as 
large (in value) and over four times as numerous as the latter. Britain’s 
need for the primary products which it lacked from domestic sources 
had been acute ever since the ‘workshop of the world’ era of the 1850s 
and 1860s; some firms had ‘scoured the world’ for the raw materials 
which they needed, and then established overseas branches to ensure 
supplies.~ Sometimes efficient markets existed for such inputs, as for 
cotton and many types of produce. However, organisational skills and 
the use of technology provided entrepreneurs with the opportunity of 
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TABLE 4 


ADJUSTMENT OF PAISH’S FIGURES OF RECIPIENT COUNTRIES, TO INCLUDE 
BRITISH-CONTROLLED RAILWAYS, 1910 








£m % 
Empire 
Paish's total (Table 3) 505 
+ railways 52 
557 43.9 
Foreign 
Paish's total (Table 3) 398 
+ railways ; 314 
712 56.1 
Global figures of quoted overseas companies (Table 1) 1,269 100.0 
Source: See text. 


fully appropriating the returns on these corporate efforts, as well as of 
minimising transaction costs when the market was unable to supply 
these production requirements. 

Evidence on the geographical distribution between countries of 
British outward FDI in this period is set out in Table 3. Paish provided 
no data for 1913 and only an ‘empire-foreign countries’ breakdown for 
1907. His detailed figures for 1910 are incomplete because they omit 
unquoted companies, and also British-controlled railways, the latter 
accounting for about £366 million that year. To estimate the latter, 
Table 4 makes some adjustments, partly based on the Federal Trade 
Commission’s list of overseas railways for 1915, to both the ‘empire’ and 
the ‘foreign’ data. 

In the ‘empire’ total, the value of Indian railways under British 
control is likely to have been small, as by 1910 many networks were 
under Indian central or state government ownership. There do not seem 
to have been any British railway interests in Canada. The. only “other, 
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important territory with British-controlled railways, and then not on an 
extensive scale, was South Africa. Hence £52 million seems a reason- 
able estimate. As to foreign countries, well before 1914, according to 
Mira Wilkins, there was little or no controlling interest from abroad in 
US railroads.” Thus the really heavy British railway presence was in 
Latin America, with £340 million capital according to Stone and £252 
million according to Svedberg. Edelstein has argued that, for all British 
investments in Latin America, the 40 per cent of debentures in the 
direct category should be treated as portfolio since these debentures 
were seldom closely held and thus not organised for collective pressure 
on the companies concerned.” If Edelstein’s argument is correct in the 
case of railways, then the Svedberg estimate is probably nearer to the 
truth. Adding the few overseas railways in Spain and Egypt gives an 
estimate of £314 million for this category. 

Thus the adjusted Paish figures relating to 1910 yields a proportion of 
56 per cent for foreign countries and 44 per cent for the empire. As to 
the right-hand column in Table 3, independent estimates are not easy to 
find and are then clearly far from reliable. The estimates there, from a 
variety of sources, highlight the number of problems that remain. For 
example, the 59 per cent for foreign countries include the large aggre- 
gate figure by Stone to cover Latin America, thus neglecting Edelstein’s 
reservations about the debenture component. The ‘total empire’ figure 
of £688 million is a residual, leaving a considerable gap of £400 million 
still to be allocated. 

Even so, simply compiling these estimates provides a useful pointer to 
the kinds of question which need to be looked into. For example, there 
must be a substantial underrepresentation of the widespread mining 
interests in South Africa. The geographical findings of Nicholas are of 
interest here. On the basis of his sample of 200 pre-1914 manufacturing 
MNEs, he estimated that foreign countries accounted for 66 per cent of 
British FDI, 43 per cent in Europe and 13 per cent in the US, while 
territories in the empire accounted for 34 per cent, 28 developed (in the 
‘white dominions’) and six per cent undeveloped.” 

After this presentation of the quantitative data, some conclusions are 
offered in Section IV. 


IV 


The present article began by discussing the anatomy of the British 
economy before 1914, and most notably the sectors concerned with 
overseas activities. As was made clear at the outset, the comparative 
advantage possessed by Britain helped to determine not only the total 
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volume and composition of its exports, but also those of its long-term 
outward investments abroad. Thus these two forms of overseas involve- 
‘ment should properly be studied more closely together than hitherto, if 
Britain’s still very positive role in the world economy at that time is to be 
adequately recognised. For instance, exports were the result of entre- 
preneurial initiatives, but so was FDI. Hence it was crucial here to 
distinguish the latter from overseas portfolio investment. As long as that 
portfolio element was believed to make up some 99 per cent of the total, 
it was all too easy to assume that the wealthy in Britain placed their 
money abroad because entrepreneurs were not creating the required 
profitable investment opportunities at home. However, a large pro- 
portion of overseas investment can now be seen as having been entre- 
preneurially generated and thereby adding to the economy’s strength 
rather than representing a source of weakness. While, therefore, 
Britain’s share of world trade fell from 23 to 17 per cent between 1870 
and 1914, its FDI stock rose from about £160 million in 1870 to no less 
than £1,680 million in 1913, an average annual growth rate of 5.3 per 
cent.” The data of the industrial breakdown of this FDI and of its 
geographical spread in Tables 2 and 3 show the extent to which British 
entrepreneurs were substituting overseas investment for visible trade. 
Tariff and other trade barriers imposed by Britain’s competitors, in 
particular the US and continental European countries, gravely ham- 
pered much exporting effort by the UK. However, at the same time 
British entrepreneurs were pursuing national competitive advantage in a 
range of resource-based, infrastructural and service ventures in most 
quarters of the globe. This essay has therefore attempted to sketch out 
the principles of and some quantitative backing to the whole topic, in 
the hope that it will inspire further systematic research along the lines 
suggested above. 
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Foreign Multinationals in British 
Manufacturing, 1850-1962 


FRANCES BOSTOCK AND GEOFFREY JONES 
University of Reading 


I 


This article presents new evidence on the dimensions and characteristics 
of foreign multinational investment in British manufacturing between 
1850 and 1962. Although such investment was considerable, and had a 
large impact on several British industrial sectors, research on the period 
before British official statistics began in the early 1960s has remained 
limited. The study begins with a brief review of the importance of 
foreign multinationals to the British economy. This is followed by a 
description of a new database on inward investment. The main part of 
the article provides an analysis of the flow of foreign multinational 
investment into Britain between 1850 and 1962, followed by an examin- 
ation of some of its most important characteristics at benchmark dates. 


I 


During the 1980s and 1990s, the re-industrialisation by Japanese-owned 
companies of parts of British industry, notably motor vehicles and 
consumer electronics, has focused attention on the role of- foreign 
multinationals in the British economy. Not surprisingly, a large litera- 
ture has developed on the inpact of foreign multinationals on the 
contemporary British economy.* In contrast, there remain few studies 
of the origins and growth of inward FDI into Britain before the 1960s. 
This reflects the much smaller overall size of foreign multinational 
activity in Britain compared to the more recent past, as well as the 
difficulties of researching a period when no official British statistics 
whatsoever exist. Nevertheless, it is well-established that Britain’s pos- 
ition as an important host economy for foreign multinationals goes back 
to the nineteenth century. It was very often the preferred first location 
in Europe of the pioneer American multinationals of that era, as it was 
to be for Japanese companies later. And American — and other 
European — firms acquired leading positions in certain British manufac- 
turing activities decades before the first Japanese manufacturing multi- 
national began production in Britain in 1969. 


90 THE MAKING OF GLOBAL ENTERPRISE 


By far the most important research to date remains Dunning’s path- 
breaking book on US investment in British manufacturing industry, 
published in 1958. Dunning surveyed the growth of American FDI in 
Britain from the first recorded cases in the 1850s, and undertook a 
detailed analysis of the characteristics of over 200 US-owned subsidiar- 
ies active in that country in the early 1950s. The overall conclusion 
pointed to the positive impact of American FDI, which permitted 
Britain ‘to derive benefits from the competitive and dynamic qualities of 
the American economy’.” 

The relative absence of research on this subject since Dunning’s book 
reflects the fact that when business historians began to study the growth 
of multinationals, they took a home country perspective, examining 
outward FDI rather than inward FDI. It was not until much later that 
business historians began systematic research on countries such as 
Germany, the US and Japan as host economies for foreign multi- 
nationals.? An article by one of the present authors on foreign multi- 
nationals and British industry before 1945, published in 1988, formed 
part of this new interest in the evolution of host economies. Using a 
sample of 125 foreign investments in Britain between 1850 and 1945, 
this study looked at the timing and characteristics of foreign multi- 
national entry into Britain, attempted to explain the attractiveness of 
the UK as a host economy in the period, and tentatively discussed the 
impact of foreign companies on British industry.* This study also con- 
cluded, as had Dunning earlier, that inward FDI had in general exer- 
cised a positive impact on Britain. 

Foreign-owned companies in Britain are interesting because they have 
exhibited a number of different characteristics from their indigenous 
counterparts. It was evident in the 1960s and later that they were particularly 
concentrated in growth sectors, and in the more technologically advanced 
parts of manufacturing,” and this appears to have been true historically. A 
series of studies of foreign multinational subsidiaries in Britain have shown 
their higher productivity and profitability compared to manufacturing 
industry as a whole. A study of the 1950 to 1974 period, for example, showed 
that the average rates of return of US affiliates in Britain were consistently 
much higher than those of leading quoted companies in UK manufacturing. 
United States affiliates in Britain had considerably higher productivity than 
British firms, and the greater the capital intensity of the sector, the bigger the 
differential. Overall the productivity of US subsidiaries was an average 20 
per cent higher than their UK competitors. A productivity differential 
persisted over subsequent decades.® 

The evidence on the superior performance of foreign multinationals 
in Britain has to be treated with caution. Research on profitability in the 
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contemporary period generally shows a superior performance for multi- 
national affiliates in all developed countries: there are, however, numer- 
ous accounting and other problems in the way of meaningful 
comparisons. Again, the general experience is for multinationals every- 
where to achieve higher productivity in their affiliates than the average 
achieved by indigenous competitors, though usually less than that 
achieved in the parent company.” Nevertheless, there is sufficient evi- 
dence of the superior productivity of foreign affiliates in British manu- 
facturing to suggest clear superiorities in managerial or other 
entrepreneurial abilities over British firms. 

This essay is an exercise in mapping foreign multinational activity in 
Britain before 1962 rather than explaining its differences with indigen- 
ous firms, or its impact on them, although it is hoped that the new data 
presented here will assist subsequent research on such topics. 


HI 


The analysis which follows is based on a database comprising infor- 
mation on 685 foreign manufacturing companies which undertook FDI 
in the United Kingdom between 1850 and 1962. Between them, these 
foreign parents established 927 new manufacturing subsidiaries. In addi- 
tion, there were 80 transfers of ownership between foreign parents. The 
database has been compiled from multiple sources, including annual 
reports of US and other foreign companies, British government files, 
and corporate histories, as well as the raw material used by Dunning to 
write his 1958 book. The files of Raymond Vernon’s Multinational 
Enterprise Study project of the 1960s undertaken at Harvard Business 
School were also examined.’ 

A multinational has been defined simply as a firm with at least one 
manufacturing, assembling or packaging facility in a foreign country. 
The hundreds of foreign manufacturing firms which established sales 
and marketing subsidiaries only in Britain were excluded, as were non- 
equity licensing agreements between foreign companies and British 
firms, even though agreements have been vital at times for some British 
industries, such as chemicals and pharmaceuticals. 

While the majority of foreign companies before 1962 established 
wholly-owned subsidiaries in Britain, a minority used different owner- 
ship arrangements. This raises problems about whether investments 
should be regarded as FDI or portfolio in nature. In addition to 100 per 
cent ownership, three other types of ownership have been considered. 
Firstly, there were joint ventures, when a foreign company owned a 
British subsidiary jointly with another foreign company or a British 
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company. Secondly, there were instances when a foreign company 
owned the majority of the stock of a British company, with the British 
public or other non-corporate investors holding the rest. A prominent 
example of this category was Ford between 1928 and 1961. Both joint 
ventures and majority-owned subsidiaries have been counted as FDI. 

The most problematic ownership category has been that of British 
companies in which foreign firms owned only a minority of the stock. 
The question of managerial ‘control’ has been the critical factor in 
deciding whether such minority foreign shareholding in a British firm 
should be counted as FDI. Unfortunately, the proportion of equity in 
foreign hands provides little guidance as to whether or not foreign 
‘control’ was exercised, which could only be ascertained by an examin- 
ation of circumstances of each case.’ 

The focus of this study on foreign companies in Britain, rather than 
foreign individuals, means that firms established by foreigners who 
resided in Britain have not been counted as FDI. However, there are 
ambiguous cases here also, such as that of the Weston family. In 1934 
Garfield Weston, who controlled a large Canadian biscuit company, 
George Weston Ltd, purchased a small Scottish biscuit company and 
opened an Edinburgh factory. Other biscuit factories were also pur- 
chased and, following the introduction of Canadian production and 
sales techniques, Weston rapidly gained market share. At the same time 
a number of bread plant bakeries were also acquired. The initial acqui- 
sitions were made through George Weston Ltd of Canada, although the 
funds were borrowed from the United States, but by the end of 1935 a 
British public company, Allied Bakeries, had been formed to acquire 
the investments. The Weston family controlled a majority of the shares, 
but Allied Bakeries was never a subsidiary of the Canadian company. 
Weston himself largely resided in Britain, and was a Conservative MP 
between 1939 and 1945. In the 1950s Weston acquired the famous 
London store Fortnum & Mason, and founded the Fine Fare chain of 
supermarkets. In 1960 the large British baking and milling interests 
were brought together as Associated British Foods (ABF). The absence 
of Canadian corporate control over Allied Bakeries and ABF means 
they cannot be described as subsidiaries of a Canadian multinational, 
and this study has followed earlier writers in regarding them as British 
rather than foreign firms, though the initial acquisitions in 1934 are 
counted as Canadian FDI.7° Yet it is evident that from the mid-1930s 
until the present day ultimate control over the Weston interests in 
Britain has lain in the hands of shadowy family holding companies, 
which also. controlled Weston companies in North America and else- 
where. The Westons were able to transfer the Fine Fare supermarket 
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chain into Canadian hands in 1963 — and then transfer it back to ABF 
four years latėr.!! 

The database is considerably larger than the sample studied by Jones 
in 1988. The present database has 495 foreign-owned manufacturing 
companies set up in Britain between 1850 and 1939 with around 600 
plants, while the earlier study only located 125 manufacturing invest- 
ments in the 1850-1945 period. The database compares well with 
Dunning’s research. Dunning found 169 US-owned manufacturing units 
in Britain in 1929, while the database has 200 US parents controlling 262 
plants in 1935. Dunning estimated that in 1953 there were 246 US- 
owned manufacturing enterprises in the UK, and his sample had 205 
firms with 306 manufacturing plants.’ The database for benchmark date 
1955 has 270 US parents controlling 433 plants. The first official statistics 
for inward FDI are contained in the 1963 Census of Production, which 
shows that 502 foreign-owned enterprises in Britain controlled 1,098 
manufacturing establishments. Of these foreign companies, 369 were 
US-owned, and they controlled a total of 813 establishments. The 
totals contained in the database for benchmark year 1962 fit quite 
closely with these numbers. It has 448 parents (of whom 366 were US) 
controlling 901 plants (of which 718 were American). 

There are good grounds for believing, therefore, that the database 
includes the great majority of foreign companies which manufactured in 
Britain between 1850 and 1962. It is quite likely that a number of small 
FDIs have escaped identification, but it is most unlikely that larger 
investments have been missed. There is certainly room for discussion 
about whether certain partly foreign-owned firms should have been 
included or excluded, and about ambiguous cases such as the Westons. 
Nevertheless, the database can be regarded as offering a good basis for 
generalisation about the population of foreign firms which invested in 
British manufacturing. 


IV 


The first instances of FDI in manufacturing in Britain occurred in the 
1850s. Two of the pioneers in this decade were the US firms Colt and 
J.R. Ford, manufacturers of hand-guns and rubber footwear respect- 
ively. The Colt factory, established in 1853, was in London, while that 
of Ford was located in Edinburgh in 1856.14 The 1860s arrivals included 
“a German firm, Ohlendorff & Co., which manufactured guano fertiliser 
in London; A. & J. Ettlinger of France, which manufactured fans, also 
in London; and R. Hoe & Co., an American printing press manufac- 
turer. The Colt investment was only sustained until 1858, but the others 
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survived longer. J.R. Ford continued in American ownership until 1888, 
while Ohlendorff continued until the First World War, when it was 
sequestrated. 

The two most significant direct investments in this early period were 
those of Siemens and Singer. The international expansion of the 
German firm of Siemens & Halske is hard to classify in modern terms 
because its foreign ventures were managed by family members who 
resided abroad. However, its first FDI in Britain can probably be 
regarded as dating from 1858, when William Siemens (who became a 
naturalised Briton in the following year) set up a ‘finishing works’ for 
telegraphic material in the Westminster area of London. This operation 
continued until 1866, but meanwhile another British subsidiary of the 
firm, also founded in 1858, began to manufacture sea cables in 
Woolwich in 1863, having previously purchased them from a British 
supplier. In 1865 the British interests of the German firm were reorga- 
nised as Siemens Brothers. Two years later, Singer, the American 
company which had grown rapidly in the 1850s through the exploitation 
of the world’s first commercially successful sewing machine, established 
an assembly plant in Glasgow. This came to manufacture entire 
machines, and supply them to other markets, and in 1885 Singer opened 
a new factory, again near Glasgow, which was the largest sewing 
machine factory in the world.'® 

The chronological pattern of subsequent new foreign entrants to 
British manufacturing is shown in Table 1. This is analysed by product: 
the Standard Industrial Classification (SIC) is given in Appendix 1. Both 
the 1900s and the 1920s were periods when inward investment reached 
new peaks, but perhaps more surprising is that even war and economic 
depression did not halt multinational investment. Fourteen new foreign- 
owned manufacturing subsidiaries were established between 1915 and 
1918, mostly by American, Dutch and Swedish firms. More striking still 
was the large number of new entrants in the 1930s, which contrasts 
sharply with the evidence on FDI stock levels. The book value of US 
FDI in British manufacturing grew by only a marginal 2.6 per cent 
between 1929 and 1940.17 Yet while the stock level remained nearly 
constant, this disguised the fact that many foreign firms were investing 
in Britain, in part at least because of the growth of tariff barriers, while 
others were divesting. New American entrants in the 1930s included 
Hoover, whose factory at Perivale began production in 1932; Briggs 
Bodies, which opened a factory at Dagenham in 1930 to manufacture 
automobile bodies and stampings; and Coca Cola and Pepsi Cola, which 
established. concentrate manufacturing plants in London in 1935 and 
1939 respectively.'® 
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Foreign multinational investment was particularly active in chemicals, 
mechanical engineering, and electrical and electronic engineering be- 
fore the First World War. These are represented by SIC codes 25, 32 
and 34, In these industries, foreign firms like Siemens, the General 
Electric Co., Westinghouse Electric, Singer, Hoechst and Ciba domi- 
nated British production of certain products. Singer, for example, faced 
no serious British competitor in the sewing machine market, unlike the 
situation in Germany — for example — where Pfaff became a vigorous 
rival.!° The British subsidiaries of German and Swiss firms became pre- 
eminent in British manufacturing of a number of chemical and pharma- 
ceutical products, while the entire heavy plant side of British electrical 
machinery production was dominated by German and American-owned 
firms. 

In the inter-war years there was also significant new investment in 
metal goods, motor vehicles, and food and drink products (SIC codes 
31, 35, 41 and 42). The latter category included firms such as Mars, 
which began manufacturing chocolate and pet food in the 1930s, and 
most of the leading American breakfast cereal manufacturers, including 
Shredded Wheat, Quaker Oats, and Kellogg. The latter began export- 
ing its famous Corn Flakes and All Bran products to Britain in 1922, 
followed by Rice Krispies in 1928, and opened a Manchester factory, 
the largest of its kind outside the United States, in 1938. The inter-war 
British breakfast cereals market was dominated by such American 
firms, against whom only a handful of British firms, notably Weetabix, 
offered even token competition.” The Swiss firms Nestlé and Wander 
were important in milk products. Wander established production facili- 
ties at Hemel Hempstead in 1919 to manufacture its malted milk drink 
Ovaltine. This was the market leader in inter-war Britain, some way 
ahead of the rival Horlicks drink produced by its main British 
competitor.” 

After the hiatus caused by the Second World War and its aftermath, 
the 1950s witnessed another surge of inward investment. US FDI in 
British manufacturing rose from $542 million in 1950 to $1,611 million in 
1959, and reached $2,521 million in 1962.7 American business in this 
latter period assumed (prematurely as it turned out) that Britain would 
join the newly formed European Community, and was attracted to 
Britain as a location from which to export to the regional market. Table 
1 shows that this period was noteworthy for high levels of inward 
investment in chemicals and mechanical engineering, and to a lesser 
extent in electrical and electronic engineering. In the chemical sector, 
these years saw important investments in British pharmaceuticals by US 
firms such as G.D. Searle, which opened a High Wycombe factory in 
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1953; Smith Kline & French, which purchased the British firm of A.J. 
White in 1956; and E.R. Squibb, which manufactured in Liverpool after 
1949 and was a pioneer in new anti-tuberculosis drugs. Other pharma- 
ceutical companies which began manufacturing in Britain post-war in- 
cluded the Upjohn Co., Chas. Pfizer & Co., Armour, and the French 
companies Roussel and Uclaf, which later merged. Roussel, which 
began manufacturing in Harrow in the London suburbs in 1948, was 
Britain’s first large-scale producer of cortizone.“ 

Within the wider product groups identified in Table 1, there was also 
further concentration. The foreign companies in chemicals, for 
example, were heavily clustered in basic industrial chemicals and phar- 
maceuticals. In mechanical engineering, FDI was concentrated in 
machine tools and mechanical equipment. In electrical engineering, 
foreign firms clustered in telecommunications equipment, electronic 
capital goods and passive electronic components. 

It is important to recognise that this table — and subsequent ones — are 
based simply on the number of foreign subsidiaries, without regard to 
their importance in terms of employment, sales and asset size. Table 2 
gives the first available official data on these subjects in the 1960s. 

A most striking difference between Tables 1 and 2 is the comparative 
importance of FDI in vehicles. While a comparatively small number of 
foreign-owned companies entered motor vehicles production before 
1962, this dramatically understates their overall importance to the 
British economy. By 1962 foreign companies accounted for a quarter of 
total British employment in the vehicle sector, and nearly one-third of 
the sales, while vehicles accounted for almost one-fifth of total foreign- 
owned assets in Britain. 

These statistics emphasise the point that a few large firms played a 
dominant part in the economic activity of foreign companies in British 
manufacturing. In 1973 around a quarter of total US affiliates in British 
manufacturing had assets over £5 million, but this accounted for 87 per 
cent of total US assets in British manufacturing. Well over a half of the 
US affiliates employed less than 500 people: the largest 12 per cent of 
affiliates employed 65 per cent of total workers in US affiliates.” In 1962 
three US companies, Ford, Standard Telephone & Cables (STC) and 
Vauxhall, employed around one-fifth of the workforce employed by 
foreign-owned companies in British manufacturing, with 61,000, 32,000 
and 24,879 workers respectively. Four more US affiliates accounted for 
another 40,000 workers: Kodak (11,000); Singer (10,150); Hoover 
(10,000) and Goodyear (9,000). 

Throughout the entire period from 1850 to 1962, the large dominant 
foreign-owned companies in Britain were overwhelmingly American, 
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TABLE 2 


EMPLOYMENT, SALES AND ASSETS OF FOREIGN-CONTROLLED MANUFACTURING 
COMPANIES IN THE UK, 1963 AND 1965 





Foreign Foreign-Owned! 
Industry Group Employment (1963) Sales (1963) Assets (1965) 
No (000) % UK im % UK £m 
Food, drink and tobacco 40.9 5.4 278.9 5.4 187 
Chemicals 48.3 12.2 287.2 13.1 227 
Metal manufacturing 27.0 4.7 162.0 6.2 154 
Mechanical engineering 116.1 6.8 361.7 8.7 337 
Electrical engineering 100.9 13.1 270.7 14.5 185 
Vehicles 110.7 25.6 647.1 31.1 304 
Other Manufacturers 96.4 2.9 518.1 5.3 249 
Total Manufacturing 540.3 6.8 2525.7 9.0 1,643 





Note: 1. Book values of net assets attributable to overseas investors at year end. 


Source: M.D. Steuer et al., The Impact of Foreign Direct Investment on the United 
Kingdom (1973), pp. 195-6. 


though non-US firms were important in particular products. In 1907 
three of the largest ten foreign employers which can be identified were 
non-American: Siemens (1,533 workers) Mannesmann (1,500), and the 
Danish firm Otto Mønsted (750), but all three were dwarfed by Singer’s 
7,000 workers. In 1935 L.M. Ericsson, with 4,300 workers, was among 
the ten largest (identified) foreign employers, while another Swedish 
firm, SKF with 5,200 British workers, was the only non-US company 
among the ten largest identifiable employers in 1962. 

In contrast to these large firms, quite a number of the inward invest- 
ments in all periods were on a small scale, and undertaken by ‘small’ 
companies. One example was the Norwegian firm of Mustad & Son, 
which built a factory near Bristol in 1911 to manufacture horseshoe 
nails. The workforce may have been as small as 50, but the firm had 
evident competitive advantages in the British market. By 1928 it had 
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purchased all eight British competitors, with a particular eye on their 
trade names, and it became the sole British manufacturer of horseshoe 
nails. The enterprise diversified into wood screw manufacture in the 
mid-1930s, and its employment climbed to 220 during the Second World 
War. The subsidiary continued on a modest scale in the post-war world, 
finally abandoning horseshoe nail production in 1963, although an 
upsurge in demand led it to resume their manufacture in the early 
1980s.7© There were subsidiaries on a smaller scale still than Mustad. 
The pre-1914 British subsidiaries of the German chemical firms Hoechst 
and BASF, for example, employed a mere 57 and 37 workers respect- 
ively at their Liverpool plants.” Luminous Processes Inc., one of the 
new American entrants of the 1950s, began luminising clock faces in 
Alexandria, Scotland, in 1951 with a workforce of 11. It later moved to a 
plant at Dumbarton, but still only employed 19 workers in 1957.8 

Table 3 confirms that the United States was always the single most 
important home economy for foreign multinationals in Britain. Many of 
the pioneer pre-1914 US multinational manufacturers identified by 
Wilkins had built or acquired plants in Britain by the time of the First 
World War. Examples included, in addition to the firms already men- 
tioned, Kodak (cameras), United Shoe Machinery (boot and shoe 
machinery) and Ford, which opened a motor car assembly plant in 
Manchester in 1911.” 

This American pre-eminence was most closely challenged in the 
1900s, when the total number of Continental European FDIs was larger 
than American. Around 30 per cent of the new manufacturing FDI in 
that decade came from Germany. The German firms were clustered in 
the electrical, chemical and pharmaceutical sectors and included subsi- 
diaries of Mannesmann, Hoechst, Bayer and Bosch. The latter began 
manufacturing in Britain in 1907, and by the eve of the First World War 
provided between 85 and 95 per cent of the British market for magnetos 
and spark plugs.” German FDI in British manufacturing may have been 
higher still: Schröter has recently estimated that there were 33 German- 
owned manufacturing affiliates in the British chemical industry alone by 
1914, but it has proved impossible to verify this number.*! Among the 
other Continental European investors in Britain was a Danish margar- 
ine manufacturer, a Swedish telephone manufacturer, and the Swiss 
pharmaceuticals and chemicals. companies Hoffman La Roche and 
Ciba. Anglo-Swiss Condensed Milk, which merged with Nestlé in 1905, 
began production of condensed milk in Chippenham as early as 1872.” 

The First World War, and its aftermath, resulted in a dramatic fall in 
German FDI, which did not resume really dynamic growth until the 
1970s. This general picture is certainly confirmed in Table 3, yet there 
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was a minor renaissance of German FDI in Britain in the late 1920s and 
1930s partly because of the re-acquisition of former subsidiaries.*° 
Between 1926 and 1929 Mannesmann, for example, re-acquired ma- 
jority control over its former British subsidiary in Wales, which had 
been sequestrated during the war. There was a series of German joint 
ventures with British firms, such as that between Bosch and Lucas in 
1931 to manufacture fuel injection equipment and electrical products at 
Acton. I.G. Farben, the giant German chemicals group created in 1925, 
generally confined its international strategy to market-sharing agree- 
ments and FDI in distribution, although major direct investments in 
manufacturing were made in the United States. In Britain, the German 
firm had various collaborative arrangements with ICI, which meant that 
it had neither the incentive nor the opportunity to undertake large-scale 
manufacture. However, even in Britain I.G. Farben established four 
small British production subsidiaries in this period, two of them joint 
ventures with ICI, one with another German firm, and one wholly- 
owned.*4 

In addition to these German ventures, firms from the smaller 
European countries were active inward investors in the inter-war years. 
The Dutch investors included large companies such as Philips, which 
made a series of direct investments in Britain after 1919, but there were 
also smaller firms involved. One example was N.V. Hollandia 
Fabrieken Kattenburg, which started manufacturing raincoats in 
Manchester in 1927.°° Important new Swedish entrants included 
Elektrolux, which started manufacturing vacuum cleaners and refrigera- 
tors in Britain in 1926, and dominated that market along with the 
US-owned Hoover. The inter-war years also saw some significant 
French investments, including the building of car assembly and manu- 
facturing plants by Citroén and Renault in 1926 and 1927 respectively, 
and Peeks establishment of a tyre factory at Stoke-on-Trent in 
1927. 

Nevertheless, the overall US pre-eminence in new FDI between 1919 
and 1962 is striking. The numbers of new US-owned subsidiaries are 
higher than that calculated by Chandler from the Harvard Multinational 
Enterprise Study, which gave 42 new US investments in British manu- 
facturing between 1918 and 1929 and 93 between 1930 and 1948, com- 
pared to the 119 and 163 shown in Table 3 for comparable periods.” 
The inter-war American entrants were often major US corporations, 
which made large investments in Britain. Well-known examples include 
Goodyear and Firestone, which started tyre manufacture in Wolver- 
hampton and London in 1927 and 1928 respectively; and Monsanto, 
which made its first FDI in Britain in 1920 and manufactured over 80 
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chemical products by the 1950s. The American investments in the motor 
industry included not only Ford, which opened its giant new factory at 
Dagenham in 1931, and General Motors, which acquired the British 
firm of Vauxhall in 1925, but suppliers such as Briggs Bodies, and the 
Kelsey-Hayes Wheel Co., which started manufacturing wheels for Ford 
~ and others ~ at Dagenham in 1931.8 

Table 3 shows clearly the enormous importance American firms had 
compared to those of other countries among the post-Second World 
War inward investors. The many American newcomers included Texas 
Instruments, which began manufacture of integrated circuits, semicon- 
ductors and transistors in Bedford in 1957, and Hewlett-Packard, which 
began manufacture, also at Bedford, four years later; Campbell Soups, 
which started manufacturing at King’s Lynn in 1959; and the 
Dictaphone Corporation, which began production of dictating machines 
in London in 1948. The latter formed part of a cluster of US-owned 
firms in office equipment manufacture by the mid-1950s, which included 
Remington Rand, National Cash Register and IBM.*? IBM had only a 
modest assembly operation in Britain before the Second World War, 
because of a licensing agreement dating from 1908 with the British 
Tabulating Machine Co., which gave that British firm exclusive rights to 
manufacture and sell tabulating machines in the British Empire outside 
Canada. Following the termination of this agreement in 1949, IBM 
rapidly expanded its business in Britain.“ The 1950s and early 1960s 
were a high point of American efficiency over their British competitors. 
The productivity ‘gap’ and profitability performance between American 
affiliates and British firms appear at their widest in this period: they 
subsequently narrowed through the 1960s and 1970s.*1 

Non-American investments between 1950 and 1962 were modest by 
comparison, although there was significant expansion by firms such as 
Philips, Geigy, Ciba and Nestlé, which were already established in 
Britain.** A handful of new German direct investments were made after 
1952, when the German authorities again permitted FDI under certain 
circumstances. Examples included the establishment of a record press- 
ing company at Walthamstow by Deutsche Grammophon in 1954, and 
of a subsidiary to manufacture mining equipment in Wales by Thyssen 
in the same period. Canadian firms were some of the most active 
investors. In 1945 Massey-Harris began manufacturing agricultural 
equipment in Britain, building a large new factory at Kilmarnock, 
Scotland, three years later. In 1953 the only important British manufac- 
turer of tractors, Ferguson, merged with the Canadian company to 
create Massey-Ferguson, which was Canadian-controlled.“* There was 
also significant Canadian investment in Scotch whisky. Hiram Walker 
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had acquired its first Scottish whisky distillery in 1930, and made further 
acquisitions later in that decade, and again in the 1950s. In 1949 
Seagrams of Canada acquired Chivas Brothers of Aberdeen, blenders 
and grocers, and used this as a vehicle for the acquisition of distillery 
interests in the following decade.* 

Table 4 examines the modality of entry of foreign multinationals into 
Britain. It includes information on the 80 cases when foreign companies 
acquired manufacturing firms in Britain which were already owned by 
another foreign parent. The subject is an important one because it may 
affect the nature of the impact of inward FDI on Britain: greenfield and 
acquisitions, for example, are likely to have different effects on concen- 
tration ratios and on technology transfer. Greenfield investment was the 
predominant means of establishing manufacturing in Britain for the 
whole period 1850 and 1962, but acquisitions comprised a significant 
number of the new entries from the 1880s onwards. Throughout this 
period British governments put almost no restriction on foreign take- 
overs of British companies, and this highly liberal policy stance un- 
doubtedly further increased the attractiveness of Britain as a host 
economy. 6 When foreign firms ‘disguised’ their acquisition of British 
companies ~ as when Poulenc Frères secretly acquired May & Baker, 
the fine chemicals company, in 1927 — it was for reasons quite other than 
fear of hostile British government reactions.“ 

US firms were the most active in acquiring British firms, although 
acquisition strategies were by no means confined to them. The first 
acquisition was in 1874, when Anglo-Swiss Condensed Milk purchased 
the English Condensed Milk Co., and with it two factories in 
Middlewich and Aylesbury.** In the 1880s there were acquisitions by 
American and German firms. The former — the Edison Electric Light 
Company — entered British manufacturing in 1883 by merging its pre- 
existing British sales subsidiary with its British competitor, to form the 
Edison & Swan United Electric Co., with plants at London and 
Newcastle. Two years later the Vereinigte Rheinisch-Westphalische 
Pulverfabriken of Germany acquired the Chilworth gunpowder factory 
in Surrey. 

The inter-war years saw many acquisitions of British companies, some 
of which had — or developed — considerable significance. Examples 
included General Motors’ acquisition of Vauxhall in 1925, and the 
Procter & Gamble acquisition of Thomas Hedley, the oldest established 
‘Newcastle soap manufacturer, in 1930. The American purchase of 
Thomas Hedley heralded a major assault on the British soap market. 
‘Within three years Procter & Gamble had not only modernised the 
acquired factory in Newcastle, but built a large new factory in 
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TABLE 4 
MODE OF ENTRY OF MANUFACTURING FDI IN THE UK, 1850-1962 











1850-59 3 - 3 3 - - 
1860-69 4 - 4 4 - = 
1870-79 4 - 4 3 1 3 
1880-89 8 - 8 6 2 - 
1890-99 30 - 30 25 5 - 
1900-09 77 2 75 46 25 4 
1910-19 58 2 56 38 17 1 
1920-29 167 9 158 95 61 2 
1930-39 170 13 157 113 36 8 
1940-49 71 3 68 46 21 1 
1950-59 270 40 230 135 85 10 
1960-62 145 11 134 54 74 6 
Total 1007 80 927 568 327 32 
Source: Database. 


Manchester. Under American control, the firm launched the first pow- 
dered soap detergent on the British market, and achieved an increase in 
its share of the British soap market from 1.5 per cent in 1930 to 15 per 
cent in 1935, The recently created Unilever lagged behind Procter & 
Gamble in the development of detergents, and was, at best, able only to 
slow down the American gains of market share.*? 

Firms often combined greenfield and acquisition strategies to enter 
Britain, as well as entering Britain ‘accidentally’ through the acquisition 
of other foreign companies which possessed British subsidiaries. The 
International Telephone & Telegraph Company (ITT), for example, 
first entered Britain in the mid-1920s when it acquired Western 
Electric’s international business, which included the British subsidiary 
that became Standard Telephones and Cables. Three years later ITT 
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acquired Creed & Co., a South London manufacturer of teleprinter and 
data-processing equipment. The new subsidiary, ITT-Creed, extended 
production of communication equipment to a new site in Wales in 1938. 
In 1930 ITT also acquired an American company, Kolster Radio 
Corporation, which had begun manufacturing headphones in Slough in 
1924. 

There was a considerable expansion in the number of acquisitions 
after 1950. No official statistics of foreign acquisitions of British firms 
exist before 1969. The Dunning sample of American manufacturing 
affiliates active in Britain in the early 1950s showed that only one-fifth 
had involved a takeover of existing British interests.’ Table 4 suggests a 
higher level of acquisition activity. 

Firms which were already manufacturing in Britain expanded further 
through acquisition. United States examples included Monsanto, Union 
Carbide and ITT. In the food industry, Corn Products Inc., for 
example, had acquired a British manufacturing company in 1920, and 
expanded further with the acquisition of Brown & Polson in 1935, 
securing thereby a virtual monopoly over British starch output. After 
1945 the American company made further acquisitions, including a 
London manufacturer of dextrins in 1948; a London sugar refiner in 
1955; and a Surrey adhesives manufacturer in 1961.5? Acquisitions by 
American food-processing firms included the purchase of Alfred Bird, 
the custard producer, by General Foods in 1947.°? Among the non- 
American acquirers was Nestlé, which in 1960 purchased the British 
diversified food products company Crosse & Blackwell, which had six 
British factories, as well as five foreign plants. This acquisition gave 
Nestlé the largest fish canning factory in Britain, situated at 
Peterhead.** Many acquisitions in the 1950s were of modestly sized 
enterprise, although sometimes important in their specialised products. 
The Diamond National Corporation — to give one example of many — 
entered Britain in 1956 by acquiring the Hartmann Fibre Co., which had 
a factory at Great Yarmouth making egg trays for the bulk packaging of 
eggs in crates. The enterprise was not large, but it was one of the leading 
producers of such moulded pulp products in Britain.” 

The fate of foreign-owned companies in Britain is examined in Tables 
5 and 6. The first table explores the fate of the 209 of the 927 manufac- 
turing subsidiaries established by foreign firms in Britain which are 
known to have ceased manufacturing by 1962. A further 89 firms were 
absorbed into the other British operations of their parents, and the fate 
of 40 subsidiaries is unknown. The remainder, some 589 firms, con- 
tinued in existence at the end of 1962. In 26 cases the foreign parent 
withdrew from British manufacturing by closing down the operation or 
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TABLE 5 
EXIT OF MANUFACTURING FDI BY FATE FROM THE UK, 1850-1962 








Fate 
Total Exit 
Decade of Subsidiaries A P s L 
1850-59 1 - ‘ x ! 
1860-69 : : i - - 
1870-79 : - z : z 
1880-89 1 z 1 s i. 
1890-99 4 4 f; : 
1900-09 7 3 2 2 2 
1910-19 50 6 13 30 1 
1920-29 28 15 3 , 10 
1930-39 43 14 24 é 5, 
1940-49 34 13 6 14 1 
1950-59 27 1 13 - 3 
1960-62 14 8 3 3 
TOTALS 209 70 69 44 26 





Notes: A= Control passed to British corporate interests. 
P = Control passed to British public. 
S = Sequestrated and sold by British government. 
L = Manufacture stopped, either because of liquidation of company, or sales only 
company retained. 
Source: Database. 


retaining a sales function only, but in the majority of instances control of 
the subsidiary passed into British hands. This happened most visibly 
during the First and Second Worid Wars, when 44 foreign, all but two 
German, companies were sequestrated and subsequently sold. 

A large number of foreign firms passed into British control through 
less traumatic means. Some 70 were sold to British companies or else to 
British partners in joint ventures, for a variety of reasons. Mannesmann, 
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for example, having gained control over its former British subsidiary in 
1929, sold it to its British competitor, Stewarts & Lloyds, seven years 
later. In 1929 American Can acquired a small British container manu- 
facturer Ernest Taylor & Co., in order to challenge Metal Box’s position 
in the British market, but sold it to Metal Box two years later having 
been defeated in this strategy.” On occasion firms passed into and out 
of British ownership. An example was A.G. Spalding, which established 
a London subsidiary in 1915 to manufacture sports equipment. In 1937 
this subsidiary was sold to BTR Industries, but in 1960 it was re- 
acquired once more by A.G. Spalding.*® 

In other instances, the ownership of foreign-owned subsidiaries 
passed into public hands through sales of the equity in Britain. In the 
1930s a number of US-owned subsidiaries in Britain sold part of their 
stock to the public, including Ford, American Radiator and Monsanto. 
In some cases, such as US Rubber in 1934, the whole shareholding was 
sold off. In other cases, the foreign shareholding slowly faded over time. 
The Ruberoid Co., for example, had begun to manufacture bituminous 
roofing materials in Britain in 1909, but over the years the American 
shareholding slowly declined down to 65 per cent in 1952, when it was 
sold off altogether to British investors. A more significant example 
was General Electric’s role in Associated Electrical Industries. When 
this was formed in 1928, it was (secretly) controlled by the American 
company, with a 54 per cent shareholding. However it began to sell its 
shares by the mid-1930s. The shareholding fell to 40 per cent by the end 
of the decade, although AEI was still effectively controlled by the 
Americans. In 1953, by which time the American shareholding was 25 
per cent, GEC disposed of the residual stock.” 

Many FDIs in British manufacturing proved short-lived, a point 
which emerges in Table 6. This table excludes the cases of seques- 
tration, whose demise can be regarded as ‘artificial’, and examines the 
timing of the other ‘exits’ shown in Table 5. It should be noted that it 
only considers the fate of firms before 1962: that is, of the 134 new 
foreign subsidiaries established between 1960 and 1962, one had ceased 
operation by 1962. No attempt has been made to measure post-1962 
experiences of these firms. Despite such obvious limitations, some 
interesting points emerge. Between the 1890s and the 1930s, some 10-13 
per cent of new entrants disappeared within one decade, and a larger 
number within two decades. Almost a third of the 1900s cohort dis- 
appeared within 20 years. If the analysis is extended to the eight 1900s 
entrants which were sequestrated during the First World War, then it 
emerges that 43 per cent of the firms established in this decade were no 
longer controlled by foreign parents by 1930. 
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TABLE 6 
LONGEVITY OF MANUFACTURING FDI IN THE UK, 1850-1962 





Years of Operation before Exit 





Decade of Entry 0-9 10-19 20 - 29 30-9 40-9 50 - 89 








1850 - 9 1 À 5 1 7 x 
1860-9 - P - - : 1 
1870 -9 - - - ] 5 c 
1880 - 9 - 2 1 i : 2 
1890 -9 4 1 : Po ia : 
1900 -9 10 14 5 2 2 4 
1910 -9 7 8 4 - 3 - 
1920 - 9 17 14 6 5 - - 
1930 - 9 16 ll 4 È 2 z 
1940 -9 5 1 - 2 ; 2 
1950 -9 11 z - - - - 
1960 -2 1 - : $ - i 
Totals 72 51 20 10 5 7 





Note: This analysis is confined to the 165 cases of exit by fates A, P and L defined as in 
Table 5. Sequestrated companies are excluded. 


Source: Database. 


Vv 


While section IV has examined the flows of FDI in British manufactur- 
ing between 1850 and 1962, this section analyses the stock of foreign 
multinationals in Britain at the benchmark dates of 1885, 1907, 1935, 
1955 and 1962. The first date was chosen to offer a snapshot of inward 
FDI at an early stage in its development, while the last date was selected 
as the last one before official data was available. The years 1907, 1935 
and 1955 have been widely used in studies of the growth of large 
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enterprises in Britain,°! and it was believed that their use in this analysis 
would facilitate comparisons between indigenous and foreign firms. The 
analysis of the stock of inward FDI complements the flow data by 
picking up, for example, subsidiary and plant expansion by foreign 
companies already established within Britain. 

Table 7 shows the growth over time in the number of foreign parent 
companies, subsidiaries and foreign-owned plants. There were 17 
foreign-owned plants in 1885. Seventy years later the figure was 562. 
The subsequent growth in the number of foreign parents, subsidiaries 
and plants between 1955 and 1962 alone is striking. The steady growth 
in multi-plant operations is observable in Britain over a long period. In 
1885 only two foreign companies were multi-plant: Anglo-Swiss 
Condensed Milk had three plants, while the partly US-owned Edison 
Electric Light had two plants, in London and Newcastle. Over time the 
number of multi-plant enterprises grew. In 1935 there were several 
foreign companies with four or more plants, including Nestlé (eight), 
General Motors (four), ITT (five) and the United Shoe Machinery 
(four). By 1962 almost as many plants were part of a multi-plant foreign- 
owned subsidiary as a single-plant one. Some of the multi-plant oper- 
ations were considerable. Nestlé, after the acquisition of Crosse & 
Blackwell two years previously, had 19 plants in all. The US car giants 
Ford and General Motors had 11 and eight plants respectively. US firms 
with at least five plants in Britain in 1962 included Corn Products (five), 
Ekco Products (five), United Shoe Machinery (19), Johnson & Johnson 
(seven), Hoover (eight), Union Carbide (11), Monsanto (nine) and 
Sperry Rand (ten). Multi-plant operations by non-US firms were rarer, 
but the Dutch electricals company Philips had eight plants in 1962, while 
the Canadian firm of Hiram Walker had eight whisky distilleries and 
blending plants in Scotland. 

The number of foreign-owned companies which were multi-product 
also grew steadily, as shown in Table 8. This table defines ‘product’ 
using a three-digit SIC code grouping rather than the two-digit one 
adopted in Table 1. In 1907 the handful of foreign companies with multi- 
product operations were usually producing in very much related areas: 
examples included United Shoe Machinery, manufacturing boot and 
shoe machinery and shoemakers’ lasts, and the Torrington Co., manu- 
facturing sewing machine needles, bicycle spokes and nipples. By 1962 a 
number of firms had more diversified product lines. For example, 
Monsanto’s factories in Britain produced chemical products, articifial 
fibres, and plastics. Johnson & Johnson manufactured surgical dressing 
products, disposable syringes, brushes and sanitary products. Corn 
Products manufactured starches, soup powders and stock cubes as well 
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TABLE 7 
FOREIGN PARENTS, SUBSIDIARIES AND PLANTS AT BENCHMARK DATES 





No. of Foreign Parents! 14 87 274 340 448 
No. of Subsidiaries 14 98 301 403 604 
Total No. of Plants 17 110 378 562 901 
Single Plants 12 91 264 304 460 
Multi-plants 5 19 114 258 44i 





Note:, 1. Joint parent entries have not been counted twice if they already appear in their 
own right. 
Source: Database. 


as adhesives. Michelin manufactured tyres, but its purchase of Citröen 
in 1935 also gave the firm a British car manufacturing operation until the 
latter’s closure in 1965. Over all, by 1962 some 31 per cent of the 
US-owned subsidiaries in Britain and 25 per cent of the European- 
owned ones were ‘multi-product’ by this calculation. These percentages 
are lower than those estimated by Dunning for US subsidiaries in his 
1958 study, but there are definitional problems in this area. In general, 
there is no reason to differ from Dunning’s opinion that there was, 
through the 1950s, no marked contrast between the degree of product 
specialisation practised by the average US-owned firm and British 
industry as a whole. 

The very first foreign companies in British manufacturing quite often 
established ‘branches’ of their parent firm rather than locally incorpor- 
ated companies. This strategy was quickly replaced by one of local 
incorporation. By 1935, of the 301 subsidaries of foreign companies only 
17 were branches. By the 1950s and 1960s it is already known that the 
British-incorporated subsidiary was overwhelmingly the most favoured 
organisational form.© The vast majority of these ventures took the form 
of private companies, a form of organisation which provided limited 
liability, but where the shares were not quoted on the Stock Exchange. 

While the majority of foreign-owned firms in Britain were always 
wholly-owned by their parents, Section II has already discussed the fact 
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TABLE 8 
MULTI-PRODUCT AND SINGLE-PRODUCT COMPANIES AT BENCHMARK DATES! 








1885 1907 1935 1955 1962 
Foreign Parents 14 87 274 340 443 
UK Subsidiaries 14 98 301 403 604 
Single Product 13 75 212 272 432 
Multi-product 1 23 89 131 172 





Note: 1. 3-digit SIC Code Grouping. 
Source: Database. 


that a spectrum of ownership arrangements existed. This matter is 
explored more fully in Table 9. This shows that roughly around 60 per 
cent of subsidiaries were wholly-owned in 1907, 1935, 1955 and 1962. 
The remainder were a mixture of joint ventures, majority- and minority- 
owned arrangements. Subsidiaries owned by several foreign parents 
were always the smallest category. The tiny handful of cases included, 
before 1914, the small Mersey Chemical Works, established in 1907 by 
the German ‘Dreiburg’ group consisting of Bayer, BASF and Agfa,“ 
and, in the inter-war years, the Clayton Aniline Co., which was jointly 
Owned. by the Swiss chemical companies Ciba, Geigy and Sandoz after 
1918. 

In contrast with such exceptional cases, it is evident that the strategy 
of entering the British market through a joint venture with a British 
company grew in popularity over time. An early example was the joint 
venture in telephone manufacturing established in 1903 by the Swedish 
firm L.M. Ericsson and its major British customer, the National 
Telephone Co. The Swedes had formerly supplied the British market — 
where there was no domestic telephone industry of importance — with 
exports, but as it grew in size it was decided that local production was 
necessary. The joint venture took over a small workshop owned by 
National Telephone at Beeston, near Nottingham, and telephone pro- 
duction began in 1904. It was agreed that when the National Telephone 
Co. handed over its business to the General Post Office at the end of 
1911, the manufacturing subsidiary would pass entirely into Swedish 
hands, and this duly happened in 1912. A slightly later example was 
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TABLE 9 
OWNERSHIP STRUCTURE OF BRITISH SUBSIDIARIES OF FOREIGN PARENTS AT 

BENCHMARK DATES 

1885 1907 1935 1955 1962 
Wholly-Owned 12 60 193 265 393 
Mayonty-Owned 1 17 61 68 78 
Minority-Owned 1 5 13 1} il 
JV with British Co. - 5 14 34 78 
JV with Foreign Co. - 2 2 3 6 
Unknown - 9 18 22 38 
Total 14 98 301 403 604 





Source: Database. 


the foundation in 1914 of the Pirelli General Cable Works by Pirelli of 
Italy and the British-owned General Electric Co.® Some of the inter- 
war joint ventures were very modest affairs: such as a company estab- 
lished in 1932 by Kymeia of Denmark and National Smelting to manu- 
facture wood rot inhibitors at a small factory at Avonmouth.’ 

After the Second World War, American joint ventures with British 
firms proliferated. The many examples included the establishment by 
the Scott Paper Corporation and Bowater of Bowater-Scott in 1956, 
which manufactured facial and toilet tissues, paper towels and other 
similar products. As in other British-American joint ventures, Scott was 
able to apply advanced marketing techniques to the operation.” 
Another prominent joint venture of the 1950s was the formation in 1956 
of Rank-Xerox as a joint venture by the Haloid Co. (which became the 
Xerox Corporation in 1960) and the Rank Organisation. This was the 
vehicle used by the then small American firm to penetrate many eastern 
hemisphere markets for its office copiers. By 1962 Rank-Xerox had two 
British factories, 1,500 workers, and widespread international market- 
ing operations. It also had its own joint venture with Fuji Photo Film in 
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Japan called Fuji Xerox, which had begun manufacture in that country 
in 1962. In 1969 the American firm took over management control of 
Rank-Xerox.” 

Existing information on the spatial pattern of inward FDI in Britain is 
sparse. There are no official data before the Second World War. The 
available estimates are by Law for initial foreign manufacturing invest- 
ment in Britain between 1918 and 1944, and Jones for the location of the 
first manufacturing plant in Britain of foreign companies between 1850 
and 1939.7! Both studies exclude transfers or expansions of activity by 
foreign-owned firms already in Britain. The Board of Trade’s data for 
industrial ‘movement’ between 1945 and 1965 do provide an official 
source of information on geographical location, but this also only 
applies to new ventures originating outside Britain. The clear picture 
emerging from all the existing studies is that the south-east was the main 
location for inward FDI before 1945, with the north-west of England in 
second place. Table 10, which counts the ‘stock’ of foreign-owned plants 
rather than their flow, confirms the findings of these earlier studies, 
although it is worth noting that the south-east, though a very important 
location, only accounted for around half of the foreign-owned plants in 
1885, 1907 and 1935. Some of the first inward investments were located 
in regions which were subsequently to receive comparatively little FDI, 
such as the north and the south-west. 

The vast increase in the number of plants located in the south-east by 
1935 indicated the surge of new investment into that region in the inter- 
war years. American firms in consumer goods, light engineering and 
motor cars clustered in a few locations on the outskirts of London 
(especially on the Great West Road and the North Circular Road); and 
in the surrounding industrial conurbations such as Welwyn Garden City 
and Slough.” Beyond the south-east, the inter-war years saw some 
industries and nationalities cluster in particular regions. There was a 
considerable number of foreign-owned plants in heavy machinery 
around Manchester and Birmingham. There was a group of rubber tyre 
manufacturers in the West Midlands, including Pirelli at Burton-on- 
Trent, Michelin in Stoke-on-Trent, and Goodyear at Wolverhampton. 
Various food products were located in rural regions. Nestlé had three 
plants in the inter-war years in the south-west; Libby McNeil Libby had 
an evaporated milk factory in Cumbria, in the north, from 1935. 

After the Second World War, there was a remarkable rise in the 
relative importance of Scotland, and to a lesser extent Wales, as a 
location for inward investment. The growth of new FDI into Scotland 
was particularly strong in the immediate post-war years: one estimate is 
that between 1945 and 1951 two-thirds of the nearly 45,000 jobs created 
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TABLE 10 
GEOGRAPHICAL LOCATION IN THE UK OF PLANTS AT BENCHMARK DATES 








Regions 1885 1907 1935 1955 1962 
South East 9 55 205 262 373 
East Anglia - 1 10 7 15 
East Miadiands 1 9 21 22 42 
West Midlands - 10 33 33 58 
Yorks & Humber - 1 14 23 39 
North i 1 3 5 13 17 
North West : 2 16 46 60 83 
South West 1 5 8 13 28 
Wales - 4 10 38 62 
Scotland 3 3 13 70 124 
Northern Ireland - 1 - 11 23 
Unknown - 2 13 10 37 
Total No. of Plants 17 110 378 562 901 





Note: All-Ireland pre-1922. 
Source: Database. 


by new foreign activities in Britain were in Scotland.” Among the 
American firms establishing Scottish plants at this time were the 
Burroughs Corporation (in Glasgow), National Cash Register (in 
Dundee), and IBM, which opened a factory at Greenock in 1951. 
British regional policy was undoubtedly a very important influence on 
this geographical pattern. The government used both planning controls 
— for example, industrialists intending to erect buildings in an area over 
a certain size needed government approval — and incentives — including 
the provision of factories at below average costs — to influence both 
British and foreign firms to locate in the so-called ‘Development Areas’, 
or regions suffering from high unemployment. However Scotland’s 
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attractiveness did not entirely rest on such factors: Northern Ireland 
also had Development Area status, but far fewer foreign firms located 
there. It is evident that foreign firms were also interested in a supply of 
labour or other favourable environmental factors, which were vigor- 
ously publicised by regional development officials, and it is possible that 
cultural links favoured American FDI in Scotland at this time.”* This 
factor may have been even more important in the substantial Canadian 
investments in Scotland. Examples included, in addition to Seagram and 
Hiram Walker’s whisky investments, Massey-Ferguson’s Kilmarnock 
plant operating in 1949 and a number of very small enterprises, such as 
Wall Colmonoy (Canada), which opened a small plant at Carfin in 1951 
manufacturing insulating board and corrosion resisting alloys, which 
employed a mere 12 workers three years later.” 

Wales, another Development Area, played the role of a minor 
Scotland in the post-war years. Among the notable US investors in the 
late 1940s and 1950s were ITT, Hoover, and Minnesota Mining & 
Manufacturing, which established a large plant at Gorseinon and a 
smaller one at Tredegar to manufacture adhesive tapes. However, 
Wales received a number of investments from other European 
countries, including Sweden, Denmark, France and Germany.” 
Northern Ireland, in contrast, was never as successful as Wales in 
attracting foreign investors, although a number did establish plants in 
the 1950s and 1960s. In 1959 Camco Inc., for example, established a 
factory near Belfast to manufacture tools and oilfield equipment, citing 
as attractive features a government low-rental factory, tax breaks, 
‘currency advantages for Sterling area products, English-speaking 
trained labour . . . a stable, conservative government and friendly, co- 
operative people’.” 

Between 1955 and 1962 a substantial number of foreign-owned plants 
were established in the south-east, often quite small ventures located 
near Heathrow Airport, or in counties like Kent and Sussex. The 
location of plants given in Table 10 can be compared with the 1963 
Census of Production’s data for the regional distribution of employment 
in foreign-owned manufacturing establishments. This showed that there 
were 540,300 workers, or just under seven per cent of total manufactur- 
ing employment in the United Kingdom, in foreign-owned plants. Of 
this number, 277,900 or 51.4 per cent were located in the south-east. 
The north-west (13.1 per cent), Scotland and the West Midlands (8.5 
per cent), and Wales (4.4 per cent) followed in importance.” 

Table 11 explores further three characteristics of foreign-owned com- 
panies in British manufacturing at the benchmark dates which provide 
important indicators about the nature of their impact on Britain. These 
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TABLE 11 
CHARACTERISTICS OF FOREIGN-OWNED SUBSIDIARIES IN THE UK AT BENCHMARK 
DATES 
1885 1907 1935 1955 1962 

British M Di 

Yes 1 11 70 118 192 

No 5 26 46 51 62 

Not Known 8 61 185 234 350 
R&D 

Yes 1 33 110 138 

No 10 60 97 109 134 

Not Known 4 37 171 184 332 
Exporter: 

Yes 5 32 113 214 293 

No 2 5 15 16 25 

Not Known 7 61 173 173 286 
Total Subsidiary Companics 14 98 301 403 604 





Source: Database. 


are the employment of British nationals as managing directors; whether 
the firms exported; and whether they undertook research and 
development. 

The employment of British nationals as MDs provides evidence on 
both the kind of employment offered by foreign companies, and also 
perhaps the degree of autonomy from their foreign parents of British 
subsidiaries. Studies in the mid-1960s showed that three out of four 
US-owned companies in Britain were headed by a British MD. In 1966 
only 793 of the 582,269 employees of majority-owned US manufacturing 
affiliates in Britain were American: about 2.2 per cent of total manager- 
ial personnel.” United States companies in Britain, therefore, not only 
created jobs, but offered British nationals employment at all levels of 
management. 
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The employment of British MDs grew over time. In 1885 only one 
subsidiary ~ Siemens — has been identified as having a British MD, while 
other important foreign-owned firms, such as Singer and Anglo-Swiss, 
did not. By the inter-war years a British MD had become a regular 
occurrence, including in the largest US affiliates, such as Ford, 
Vauxhall, and STC. This was evidently even more the case by the 1950s, 
although the large number of firms for which information cannot be 
obtained makes the evidence inconclusive. 

A foreign MD tended to indicate close supervision by the parent of 
the British subsidiary.® Firms which were closely controlled from the 
United States, such as Gillette, Goodyear and the Dictaphone 
Corporation, often had US MDs. However, it also reflected the age of 
the FDI, as new ventures typically began with nationals from the parent 
firm in senior positions. American MDs were frequently installed after 
the acquisition of British firms as part of the process of upgrading their 
managerial and technological levels to American levels.*! There were 
also cases of Americans being appointed as MDs when British managers 
became too powerful, or even successful, for the taste of their US 
parents: this was probably the reason for Hoover’s removal of its highly 
successful British MD, who had built up the subsidiary dramatically 
between 1928 and 1954.8% 

A second notable characteristic of foreign-owned companies in 
Britain was their exporting activity. It is well established in the literature 
that foreign affiliates generally have a high propensity to export — as well 
as to import — and, as a result, tend to tilt the industrial structures of 
host economies towards internationalisation. In contrast to earlier 
research which suggested that before 1945 most foreign subsidiaries in 
Britain manufactured largely for the local market,®™ it is evident that 
many foreign-owned firms were also exporters in the earlier period. 
Even in 1885 Singer and Siemens were actively engaged in exporting. 
An exceptional case was British American Tobacco, established in 1901 
as an American-controlled joint venture between American Tobacco 
and Imperial Tobacco, which exclusively exported from its British 
factories and did not supply the British market at all.®° In the inter-war 
years companies like Ford developed important export businesses.*° 

From the 1920s to the 1950s, British subsidiaries were extensively 
used by American and other foreign firms to supply empire and sterling 
area markets. It was only from the late 1950s that many foreign affiliates 
in Britain began exporting to elsewhere in western Europe, as that 
market became increasingly attractive. For example, Texas 
Instrument’s British subsidiary exported to the Continent soon after 
it was established in 1957. Avon Products, which began cosmetics 
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production in Northampton in 1959, began exporting to Germany within 
three years. Another example was Tampax, which began manufacturing 
women’s tampons in Britain in 1937, and opened a new plant at Havant in 
1959. The British subsidiary controlled the Continental subsidiary which 
sold Tampax products elsewhere in western Europe.®” 

Overall, in the mid-1950s, US-affiliated firms in Britain accounted for 
around 12 per cent of total British manufacturing exports. Firms in 
certain products, such as sewing machines, tractors, and refrigerators, 
exported more than 75 per cent of their total output, while others in 
razor blades, washing machines and pharmaceuticals exported at least 
60 per cent.® There were, however, certain exceptions to this high 
export propensity. Certain food and drink producers, such as Quaker 
Oats, Shredded Wheat, Pepsi Cola and Coca Cola, served the local 
British market, though some foreign firms in this sector — Nestlé for 
example — had large export businesses from Britain by 1962. 

The third characteristic of foreign-owned companies examined in 
Table 11 is whether or not they engaged in research and development in 
Britain. Dunning’s survey of US affiliates in the early 1950s found 56 per 
cent of the firms conducting ‘some applied and development research’; 
19 per cent ‘some basic research’; and 25 per cent no research. Even 
higher levels of research activity were revealed in subsequent studies. A 
survey in 1970 established that 180 out of 270 leading US industrial 
subsidiaries undertook R & D. Moreover, their aggregate R & D 
spending was a higher percentage of total sales of US affiliates than for 
British industry as a whole. US-owned firms accounted for at least ten 
per cent of total privately financed R & D expenditure in Britain.®? 

Table 11 confirms the high level of research activity in the post-1945 
period, but also suggests that it was quite widespread by 1935. The 
single case of R & D activity recorded in 1907 was that of Otto Mgnsted, 
which manufactured oils and margarine at a plant in Southall, and 
engaged in considerable R & D before being sold to Maypole in 1910.” 
In the 1930s R & D activity was largely in the hands of US-owned firms: 
they provided 28 of the 33 cases noted in 1935. R & D activity was most 
extensive in chemicals and mechanical engineering (six cases each), 
followed by electrical and electronic engineering and metal goods (five 
cases each). STC established R & D laboratories at Hendon in 1927, 
while Kodak’s research laboratories in Britain followed a year later. 
Other foreign firms which undertook R & D in Britain in the 1930s 
included ASEA, Rhéne-Poulenc, Bakelite, Ford and Monsanto. Some 
of these R & D activities were considerable. By 1935, British engineers 
at Ford were contributing to the design of the Fordson tractor and also 
to car designs, while Kodak was engaged in fundamental research work 
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~ and spending considerably more sums than its indigenous competi- 
tor.”! This latter characteristic was not too unusual. Ford’s R & D 
spending in Britain in the 1950s and 1960s was considerably higher than 
that of the British Motor Corporation. 

After the Second World War the number of firms engaged in R & D 
grew. It seems likely that the great majority of the R & D undertaken in 
Britain by foreign companies was adaptive rather than basic: this re- 
mains a characteristic of multinational activity up to the present day.” 
However, there was certainly some basic research undertaken in sectors 
such as chemicals and pharmaceuticals, though not all research efforts 
were sustained. Johnson & Johnson, for example, established a central 
research laboratory at Slough at the end of the 1950s undertaking basic 
research, only to abandon it several years later in favour of a strategy of 
more product-related research dispersed around subsidiaries.” Du 
Pont, Ciba, Geigy, Chas. Pfizer, Dow Chemicals and Chesebrough- 
Ponds were among the foreign chemicals and pharmaceuticals firms 
which undertook R & D in Britain during the 1950s and early 1960s. 
Parke, Davis & Co., which had manufactured pharmaceuticals in 
Britain since 1900, established its first overseas research laboratories at 
Hounslow, outside London, in 1951. Pfizer, which established a British 
factory in 1953, opened a large microbiological research laboratory in 
1959, and its research effort expanded further when it acquired the 
Exning Biological Institute two years later, which undertook research in 
dairy hygiene products and health products. This resulted in new prod- 
ucts based on British research — like a ‘slimming biscuit’ known as 
Limmits.™ The research activities in Britain of foreign pharmaceutical 
companies exercised a potent demonstration effect on their British 
competitors such as Glaxo and Beecham, stimulating them into adopt- 
ing the research programmes which laid the foundations for the extra- 
ordinary development of the British-owned pharmaceuticals sector from 
the 1960s. 


VI 


The first foreign multinational manufacturers arrived in Britain in the 
1850s, but it was from the 1890s that their numbers became substantial. 
Much greater numbers still arrived in the inter-war years, and even 
more in the 1950s. They clustered in particular sectors, notably chemi- 
cals, mechanical and electrical engineering, and — later — metal goods, 
motor vehicles and food products. For the most part, these were the 
high-growth sectors of British industry. US-owned companies predomi- 
nated, though relatively less so before 1914 than afterwards. Foreign 
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companies generally established greenfield factories in Britain, although 
acquisitions also became common after 1945. Over the whole period, 
foreign-owned firms favoured the south-east of England as their loca- 
tion, a preference only seriously challenged by Scotland in the late 1940s 
and 1950s. 

Foreign-owned firms in Britain were always a heterogeneous popu- 
lation. Most of them were of modest size, while a few large firms 
controlled a substantial share of economic activity of the foreign-owned 
sector. The majority of foreign-owned firms were wholly-owned, but 
this left a considerable minority where other types of ownership were 
utilised. There were notable cases of longevity — such as Singer’s oper- 
ations in Britain — but a considerable number of investments were short- 
lived for one reason or another. Long-term business successes — such as 
Nestlé, Kellogg, Ford and Kodak — were matched by less fortunate 
cases. Yet some common characteristics of this diverse group can be 
observed, such as their propensity to engage in foreign trade. Foreign 
firms also grew increasingly willing to employ Britons at the highest 
levels of management, a policy which did not prevent them achieving — 
as a group — higher levels of productivity than their indigenous manufac- 
turing competitors. 

This article has not sought to explore the gains to the British economy 
from the foreign trade propensities, employment and new technologies 
of foreign companies, although individual contributions have been 
identified. Nor has it been possible to explore the various linkages of the 
foreign firms with the indigenous economy, or their stimulation (or 
otherwise) of competition and indigenous entrepreneurship. Both issues 
merit further investigation. It is evident, however, that by the 1960s 
foreign multinationals formed an important part of the British economy. 
In the mid-1960s Britain was firmly established as Europe’s largest host 
economy, and accounted for 7.5 per cent of the total world stock of 
inward FDI. Inward investment represented 7.2 per cent of the British 
GDP in 1967, compared to the average for developed market economies 
as a whole of 3.2 per cent. This made inward FDI relatively much more 
important in Britain than in other large European economies such as 
Germany, where it was 1.9 per cent of GDP, or in the United States, 
where the figure was 1.2 per cent.” 

Already by the time of the First World War foreign-owned manufac- 
turing companies were responsible for much of the British production of 
certain electrical, chemical, machinery, and other products. In each 
generation, the overall market share of the foreign-owned sector 
appears to have grown, although the foreign role certainly waxed and 
waned in certain products. By the mid-1960s the foreign-controlled 
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share of total British production was 80 per cent or more for a range of 
goods, including colour films, boot and shoe machinery, sewing 
machines, typewriters, tinned baby foods, and custard powder. It was 
over 50 per cent for a much longer list of products, including razor 
blades, calculators, agricultural implements, detergents, vehicles, tyres, 
vacuum cleaners, pens and pencils, frozen foods, potato chips, instant 
coffee, tinned milk and pet food. Foreign firms in British manufactur- 
ing also employed considerable numbers of British workers; accounted 
for a significant percentage of total sales of British industry; and 
financed a substantial amount of R & D expenditure. 

The foreign-owned sector of British manufacturing must be con- 
sidered as one of Britain’s major business success stories in the twentieth 
century. The dimensions of its evolution before 1962 have been further 
explored in this article, but much remains unclear about the precise 
reasons for the superior performance, in aggregate, over British-owned 
firms. To what degree was this derived from economies of scale and 
scope dependent on their multinationality? Were they simply ‘better 
managed’? If so, how were foreign-owned firms able to isolate them- 
selves from the debilitating effects of the British environment in which 
they chose to locate? 
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APPENDIX 1 


UNITED KINGDOM STANDARD INDUSTRIAL CLASSIFICATION (1980): TWO DIGITS 





Coal Extraction and Manufacture of Solid Fuels 
Mineral Oil Processing 

Production and Distribution of Electricity, Gas etc. 
Metal Manufacturing 

Manufacture of Non-Metallic Mineral Products 
Chemical Industry 

Production of Man-made Fibres 

Manufacture of Other Metal Goods 

Mechanical Engineering 

Manufacture of Office Machinery 

Electrical and Electronic Engineering 

Motor Vehicles and Parts 

Other Transport Equipment 

Instrument Engineering 

Food, Drink and Tobacco 

Textiles 

Leather and Leather Goods 

Footwear and Clothing 

Timber and Wooden Furniture 

Paper and Paper Products 

Rubber and Plastics 

Other Manufacturing Industries 
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Negotiating Technology Transfers within 
Multinational Enterprises; Perspectives from 
Canadian History 


GRAHAM D. TAYLOR 
Dalhousie University 


The processes through which technology is transferred and diffused 
across national boundaries are complex, even when focused on direct 
transfers within multinational enterprises (MNEs); and conclusions 
about the quality (and even the quantity) of technology transferred 
through these processes by multinationals to host nations is a matter of 
considerable dispute, reflecting, to some extent at least, differences 
among observers over the broader impact of foreign direct investment 
(FDI) and the distribution of benefits between multinational investors 
and host countries. 

In general, business enterprises prefer to transfer technology (particu- 
larly new technology and/or research capabilities) to companies in host 
countries that are controlled or at least affiliated with them through lines 
of ownership, financial dependence or long-term technical exchange 
contracts or a combination of these elements.! The quality of tech- 
nology transferred through these processes, however, has been the 
subject of controversy. The product cycle theory suggests that firms 
possessing technological advantages are more likely to transfer to their 
foreign affiliates products and processes in areas which are already well 
established (and where returns on investment are declining) while 
reserving for themselves the most advanced and profitable lines. On the 
other hand, some studies have indicated that affiliates of multinationals 
are better equipped to adapt new products and processes more rapidly 
than their domestic competitors because of their access to the financial 
and managerial as well as technical advantages possessed by their parent 
firms. 

The product cycle theory and empirical studies also indicate that 
transfers of full-scale research and development capabilities by multi- 
nationals to foreign affiliates are exceptional and reflect special circum- 
stances, such as the peculiar requirements of a particular national 
market or host-country government requirements. The emergence of 
world product mandating strategies may lead to the decentralisation 
of research operations in multinationals. Critics of FDI in Canada, 


128 THE MAKING OF GLOBAL ENTERPRISE 


however, have argued that the benefits of such arrangements to host 
countries in terms of strengthening long-term technological capabilities may 
be offset by reductions in the transfer of new products and processes in ‘non- 
mandated’ lines; and spillover effects may be limited as the industrial field in 
which research capability is enhanced is likely to be isolated from the host 
country’s general economic and educational environment. 

Counterpoised to this line of argument is the view that affiliates that 
are equipped with indigenous research capabilities are better positioned 
to diversify into new product lines in their mandated (domestic or 
export) markets than independent national firms that must rely on local 
financial and technical resources or the limited pool of advanced tech- 
nology available on the open market. This view rests on the much- 
debated assumption that large-scale, integrated MNEs are the main 
source of modern product and process innovation.? 

Historical approaches may provide some insights into these issues in 
several ways. First, much of the literature reviewed here rests on a body 
of information that is relatively ‘time bounded’, deriving from survey 
research and case studies of fairly recent vintage, primarily from the 
period since the 1960s. Broad-based historical reviews of processes of 
technological innovation and diffusion, and of the evolution of MNEs, 
have proliferated in recent years; and there have been significant studies 
of international technology transfer in particular industries, notably 
textiles, electrical power and equipment, and chemical products. Many 
of these studies encompass transfers within companies operating across 
national boundaries as well as through patent and other contractual 
arrangements among companies.* There is, however, still a need for 
historical analyses that cover a wide timespan and focus on the issues 
raised in the theoretical literature on the processes of technology trans- 
fer. In addition, historical studies of this nature can introduce a perspec- 
tive that traces the dynamics of changing technological and 
organisational relationships within multinationals in response to chang- 
ing external and internal conditions. 

To a large extent the data upon which the theoretical literature draws 
is oriented toward measuring the results of technology transfers rather 
than the processes through which such transfers occur. Although some 
studies incorporate research surveys of managers, engineers and others 
that address questions of process, the methodology may be flawed, at 
least from the historian’s point of view: beyond the issue of reliability of 
responses to surveys, there is the problem that such data cannot readily 
recreate the dynamics of decision-making. Given the sensitive nature of 
information about industrial technology, survey results constitute prob- 
ably the best evidence accessible to researchers on contemporary tech- 
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nology transfers. For the historian who can procure access to business 
records in the more distant past, the reconstruction of discussion and 
decision-making within a firm (or among firms) is more feasible — 
although this advantage is offset to some extent by the accidental or 
arbitrary nature of business records preservation, which limits the po- 
tential range of companies that can be studied in depth. 

Canada is a country whose industrialisation was largely the result of 
imported technology and has been particularly well-endowed with subsi- 
diaries of foreign multinationals (broadly defined) throughout its his- 
tory. Much of its resource and manufacturing development was carried 
out by foreign-owned firms, principally British and American; and many 
of these are still operating. The foreign presence was less significant in 
Canada’s financial sector historically, and FDI in utilities diminished 
substantially after the Second World War. During the 1970s and 1980s 
the foreign (by this time mostly American) position in Canadian manu- 
facturing and resource industries declined, hastened by the emergence 
of alternative investment opportunities for multinationals elsewhere and 
by nationalist government policies, particularly in the petroleum 
industry. Nevertheless, FDI remains a major source of capital and 
technology for Canada: in 1990, 29 per cent of the 100 largest non- 
financial firms, ranked by sales, were wholly or partially foreign-owned. 
Some of the largest established industries, such as automotives and 
newsprint, were overwhelmingly foreign-owned; and in ‘high-tech’ fields 
such as computers and electronics, pharmaceuticals and industrial 
equipment, domestic firms represented at best one-third of the total.’ 

Given the longevity of FDI and the close links of foreign-owned 
enterprises with the transfer of technology, Canada thus provides a 
potentially fruitful source for research on the subject. This paper exam- 
ines the processes through which technology was transferred to three 
Canadian companies from foreign parent or affiliated firms from the 
1880s to the 1950s, in each case focusing on the time period for which 
there is sufficient source material available to permit a reasonably full 
description of these processes in the context of the companies’ general 
historical development. The paper then identifies some recurrent pat- 
terns in these cases that may provide guidelines for a more systematic 
analysis of the processes of technology transfer within MNEs. 


I 


Analysts of transnational technology transfers usually distinguish be- 
tween different categories of technology, ranging from introduction of 
new products through transfers of processes of production and transfers 
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of skilled technicians to establishment of research and development 
facilities, with this last category representing the most qualitatively 
substantial form of transfer, since the recipient is equipped to develop 
in-house technological capability, generating new products and pro- 
cesses for domestic or export markets. In general, however. the factors 
that promote or retard technological transfers are similar for all these 
categories. With respect to transfers within MNEs, these factors may be 
broadly divided into conditions external to the enterprise and those 
related to the internal strategy and organisation of the enterprise. 

The major external factors relate to: market conditions in the host 
country; the distribution of resources in the host country; host-country 
government policies affecting FDI as well as technology imports and 
exports; and government policies in the parent company’s country that 
affect investment abroad as well as technology transfers. The major 
internal factors relate to: the parent company’s strategy, usually involv- 
ing both domestic and foreign operations; the organisational structure 
of the parent company, relating in particular to linkages between the 
parent firm and its foreign affiliates; and the views and actions of key 
decision-makers in the parent firm and foreign affiliate, encompassing 
informal personal relationships as well as those based on the formal 
structure of the firms. The interconnection of these various external and 
internal factors vary from one situation to another, as will become 
evident in the three eases reviewed in this essay. The discussion at this 
point is intended to highlight certain features of the internal and exter- 
nal environment that appear to have a recurring impact on decisions 
involving technology transfers within multinational firms.° 

Companies that embark on operations abroad that extend beyond 
importing or exporting of foreign goods or services generally do so in 
order to secure a position in a foreign market or enhance access to 
foreign resources vital to their production or marketing objectives, or 
both. In terms of the host-country market conditions, the existence of a 
developed infrastructure, integrated national market, a growing popu- 
lation experiencing rising living standards and the presence of domestic 
competitors are likely inducements for direct investment, particularly in 
industries featuring advanced technological processes and/or sophisti- 
cated consumer demands for new or specialised products. 

On the resource side, the presence of accessible and substantial 
quantities of raw materials is an inducement; the presence of a large, 
relatively low-cost (compared to the parent’s home base) labour supply 
may also be an incentive, although the quality of the labour market and 
the presence of a skilled, educated workforce may have more appeal to 
firms in capital-intensive industries using advanced technology. Canada 
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is usually portrayed as a country historically richer in its raw material 
base than in its labour supply or domestic market potential. At the same 
time, the high standard of living and the presence of a relatively well- 
educated population have augmented its attractiveness to foreign inves- 
tors, particularly since World War Two. 

Host-country government policies figure prominently in the literature 
on FDI. General political stability and protection of,private property 
rights are desirable features which have worked to Canada’s advantage. 
Specific policies to encourage FDI and technology transfers come in a 
variety of positive and negative forms. As Bliss has noted, in Canada 
protective tariffs and other import restrictions were at least partly 
intended to attract foreign companies to set up branch manufacturing 
operations, as were the ‘domestic production’ requirements of the 
patent laws (as discussed in the next section).’ 

Governments at all levels in Canada (and elsewhere) have also intro- 
duced positive incentives — subsidies, tax concessions, loan guarantees, 
and so on — to entice foreign companies into their jurisdictions. None of 
these measures, negative or positive, necessarily encourage transfers of 
technology beyond the most rudimentary level. In recent years, some 
governments have also sought to impose technology transfer require- 
ments on foreign firms operating within or entering their countries, a 
practice endorsed by the United Nations in the 1970s.8 Determining the 
effect of such policies is problematical, since the flow of technology is 
usually dependent on other factors. 

Government policies in the countries of domicile of parent firms also 
have had an impact on foreign investment and technology transfer 
decisions, perhaps to a greater extent than is generally recognised in the 
analytical literature. In two of the three cases examined here, critical 
changes in parent-affiliate relations were affected by US court de- 
cisions; and these are not isolated instances. In Canada, for example, 
some of the country’s largest foreign-owned or affiliated firms, including 
Alcan and Imperial Oil, were influenced by American antitrust actions.’ 
In addition, governments may affect parent firm decisions through tax 
policies, domestic-content laws on reimported products, and restrictions 
on capital and (less frequently) technology outflows. Wartime (and Cold 
War era) restrictions on trade in technology and strategic materials have 
also had an impact on multinationals. 

While these various external conditions are important, decisions by 
firms to embark on foreign operations and transfer technology to these 
operations reflect as well the overall strategic objectives of these compa- 
nies: local market and resource conditions and host-country govern- 
ment policies may encourage (or discourage) FDI but not all foreign 


132 THE MAKING OF GLOBAL ENTERPRISE 


enterprises will necessarily exploit these opportunities. Historically, 
strategies of expansion from domestic to overseas markets and vertical 
integration have propelled companies into FDI, With regard to transfers 
of technology, and particularly transfers of technological capability, 
strategies of diversification and decentralisation have been significant. 

While the product cycle theory suggests that diversifying companies 
are more likely to introduce new products or services in their foreign 
operations only after their domestic markets are developed, a company 
may undertake foreign production of a specialised new product modi- 
fied to suit particular host country conditions, or use a foreign market as 
a testing ground for an untried product or process. The development of 
continental or world product mandates by multinationals such as IBM 
or General Electric in recent decades, in which local branch companies 
are equipped with research and manufacturing capabilities to produce 
specialised product lines for export, represents an extension of corpor- 
ate diversification strategies. 1° 

These ventures also represent an extension of strategies of decentrali- 
sation pioneered by companies such as Jersey Standard and Du Pont in 
the 1920s, and applied to their foreign as well as domestic operations 
(see section V). Decentralisation has not necessarily translated into 
substantial transfers of technological capability by parent firms to subsi- 
diaries, but can create an environment in which subsidiaries can nego- 
tiate for such transfers. 

This negotiating dimension will receive some emphasis in the com- 
pany histories examined below. The argument presented here is that 
once a company establishes a foreign affiliate - and sometimes even in 
the decision to move abroad — there are at least two sets of actors 
involved in the processes of transferring capital, technology and other 
resources from the parent to the foreign entity. While the situation for 
the subsidiary may be seen as essentially subordinate, the relationship is 
not necessarily one-sided, particularly for joint ventures or enterprises 
where the parent holds or exercises less than full, centralised control 
over decision-making. The parent firm’s strategy may generally estab- 
lish the parameters within which negotiations occur, but the subsidiary 
has some room for manoeuvre on the timing, quantity and quality of 
resources transferred; and in certain circumstances may be encouraged 
to take the initiative in negotiating. In this context, the personal quali- 
ties of the negotiators on both sides and the informal, personal and 
social links among them play a role, as will be seen more clearly in the 
following sections. 
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lll 


Although the relationship between Bell Telephone of Canada and the 
American Bell interests passed through several phases before it was 
finally sundered in the 1970s, its essential features were established in 
1878-81 when the Canadian enterprise was set up, relying largely on 
American capital and technology. The complicated history of the crea- 
tion of Bell Canada has been recounted elsewhere.'! The focus here is 
on the technological dimensions of the relationship and the impact of 
the particular legal and market conditions in Canada on the strategy of 
the American company for establishing and maintaining a foothold 
across the border. 

In Anatomy of a Business Strategy, G.D.Smith has reviewed the fairly 
rapid move of the American Bell company from a strategy based 
essentially on exploiting its patent monopoly to one based on vertical 
integration of manufacturing and service through the acquisition of 
Western Electric from Western Union Telegraph Co. in 1882. Five 
years earlier, when the initial Bell enterprise was set up by Gardiner 
Hubbard, Alexander Bell’s father-in-law, neither the potential market 
nor the capital requirements of such an undertaking were apparent, and 
the venture was very much a local, almost a family affair. With relatively 
limited financial resources, Hubbard wisely decided to expand tele- 
phone service through licensing to independent franchisees across the 
country. Telephone equipment was leased to franchisees and manufac- 
tured in an electrical shop owned by Hubbard’s fellow-Bostonian 
Charles Williams Jr. Between 1877 and 1880 the deficiencies of this 
approach became clear: Williams’ factory could not keep up with grow- 
ing demand, and the franchisees needed ancillary equipment not under 
the exclusive control of the Bell patent. 

Meanwhile the fledgling company faced formidable competition from 
Western Union which held a rival telephone patent and possessed much 
larger manufacturing capabilities through its subsidiary, Western 
Electric. In 1879 Hubbard recruited a talented manager, T.N. Vail, but 
subsequently lost contro] of Bell to a shareholders’ faction led by W.H. 
Forbes. After defeating Western Union in a patent suit, Forbes 
and Vail determined that the long-term survival of their firm required 
Bell to expand manufacturing capacity (by acquiring Western Electric) 
and strengthen its links with the service companies by standardising 
licence agreements and establishing an equity position in these compa- 
nies. By 1889 when Vail left Bell (temporarily, as he returned as 
president from 1907 to 1919), the groundwork had been laid for a tightly 
knit system of telephone exchanges across the US, augmented by a long- 
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distance communication network (American Telephone & Telegraph, 
which subsequently became the parent firm of all the local service 
exchanges) and a strong manufacturing base whose output of equipment 
would ensure the perpetuation of Bell’s dominant position in the 
industry long after the initial patent expired in 1894. 

Bell’s entry into Canada took place in the context of these major 
changes in the American company’s strategy. in 1877 Alexander Bell 
had turned over the major part of his Canadian patent rights to his 
father, Melville Bell, a Brantford, Ontario, resident, who followed 
Hubbard’s lead in licensing the patent out, and arranged for a neigh- 
bour, James Cowherd, to manufacture equipment under Williams’ tute- 
lage (in exchange, Williams received 25 per cent of the royalties under 
the Canadian patent). As with Hubbard in the US, Melville Bell’s 
venture faced a more richly endowed competitor, Montreal Telegraph 
Co., which held Canadian rights to the Western Union patent, as well as 
difficulties in producing enough equipment to satisfy his licensees; and 
other manufacturers were busy making what were essentially pirated 
designs to meet the need. 

In 1879 Melville Bell sold the Canadian rights to the Boston-based 
Bell company, now under Forbes and Vail, who in turn recruited 
Charles Sise, a native of Portsmouth, New Hampshire, and a former 
ship captain, Confederate agent and insurance dealer with business ties 
in Montreal, to reorganise affairs across the border. With characteristic 
energy and substantial sums of money that he coaxed from the some- 
what reluctant Forbes, Sise negotiated an amalgamation of competing 
firms in 1880-81. Having made himself indispensable to the Americans 
in the process, Sise emerged as managing director of the Bell Telephone 
Co. of Canada, which directly or indirectly controlled most of the 
telephone exchanges in Ontario, Quebec and the Maritime Provinces. 
By 1890 Sise had become president, and exercised control over the 
company’s affairs until his death in 1918, with his son assuming that 
position in 1925.” 

For Forbes and Vail, the Canadian undertaking was perceived as a 
simple extension of their strategy for developing the US market. To that 
end they arranged for the American Bell Co. to acquire 33 per cent of 
the shares of the Canadian enterprise — sufficient to exercise control 
over major policy decisions while limiting their financial exposure. As 
Forbes put it to Sise: ‘it is our policy [in Canada] as in the States, to 
bring in local capital, influence and management, since the whole field is 
too large for us to undertake to cover’.* Sise, however, was always 
quick to point out the special circumstances of doing business in 
Canada, and Bell Canada’s consequent need for special treatment. 
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Although deciding early on to forego an effort to expand service into 
British Columbia, Sise continually pressed Forbes and his successors at 
American Bell to extend its financial commitments to enable the 
Canadian firm to maintain its position and fend off potential competi- 
tors across a large, underpopulated country. Between 1880 and 1900 
Bell Canada increased its authorised capital from less than $1 million 
(Cdn) to $5 million (Cdn), with the Americans contributing one-third of 
the total to maintain their equity position. 

The ‘special circumstances’ of Canada were particularly pertinent to 
manufacturing and technological development. The Canadian patent 
law of 1871 included a ‘working clause’ that required a patent holder to 
undertake manufacturing in Canada within one year of receiving the 
patent. In 1882 Bell Canada’s federal charter extended its manufactur- 
ing rights; but after Cowherd’s death a year earlier the company increas- 
ingly relied on imports, although Sise set up a small plant in Montreal 
that engaged primarily in repair work. In 1885 a rival company, Toronto 
Telephone Manufacturing, successfully challenged the Bell patent on 
the grounds that Bell’s domestic equipment output was insufficient to 
supply the market. By this time Bell’s position was too strong in the 
market for the decision to have a lasting impact, the Toronto company 
never actually commenced operations.” Nevertheless, Sise seized on 
this episode to argue that Western Electric should pass on to Bell 
Canada any ‘improvements’ in telephone technology. 

When this issue was first raised, American Bell arranged for a process 
through which Western Electric would provide Bell Canada with copies 
of all new patent applications, with Bell Canada having the option to 
license the Canadian rights for a nominal fee. In 1895 Sise expanded the 
Montreal plant under a separate charter as Northern Electric 
Manufacturing Co., which was empowered to produce equipment in 
fields outside those directly tied to telephone apparatus; and four years 
later he set up another company, Imperial Wire & Cable. 

These moves antagonised Enos Barton, president of Western 
Electric, since Bell Canada would be able to produce its own equipment 
(reducing imports from Western) while Western was banned from 
selling other electrical equipment in Canada through its existing agree- 
ments not to compete with Bell Canada in that market. This issue 
simmered along through 1899-1901, with American Bell acting as inter- 
mediary in a dispute between two of its affiliates. In the end Sise agreed 
to give Western Electric a 43 per cent share of Northern Electric, while 
procuring better terms for Western’s imported products. 

In some respects the outcome of this episode demonstrated 
the essentially subordinate role of Bell Canada in the relationship, 
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particularly since Sise had initially offered Western only a 20 per cent 
share in Northern. At the same time, Bell Canada had neither the 
financial nor technical resources to match Western’s capabilities; and 
the arrangement opened the way for a steady flow of Western’s inno- 
vations to Canada, while discouraging Western from selling equipment 
not related to telephones to Northern’s competitors in electrical markets 
in Canada. in 1914 Imperial Wire & Cable merged with Northern 
Electric, with Western Electric taking a 43 per cent position in the 
enlarged company.*® 

In the interim, major changes had taken place in the organisation of 
the American company. In 1899 AT&T was transformed into the parent 
firm in the Bell system. With a more liberal New York charter than the 
Boston-based American Bell, AT&T could mobilise more capital to 
acquire greater control over the operating companies, a policy pursued 
vigorously by its President, F.P. Fish, in 1901-7. In addition, Fish, a 
patent attorney by training, initiated measures to standardise equipment 
and facilities among the operating companies and centralise engineering 
activities. AT&T’s expansion, however, precipitated financial problems 
that came to a head in the panic of 1907, and control passed into the 
hands of a group headed by J.P.Morgan, the New York investment 
banker, who reinstalled Vail as president. 

Under Vail the process of integration of operating companies pro- 
ceeded rapidly: engineering was consolidated in a department of 
Western Electric, and in 1911 a research branch was set up with the 
mandate to carry out ‘investigations covering fundamental principles’ in 
communications and related fields, including radio. In the 1920s the 
research branch became Bell Telephone Laboratories, and Western set 
up a subsidiary, Electrical Research Products, to market new products 
developed by Bell Labs.?” 

The transformation of Bell companies in the US, with an integrated 
and research-oriented system, resulted in a somewhat anomalous situ- 
ation for Bell Canada, although the consequences were not immediately 
apparent. As AT&T extended its control over operating companies in 
the US, standardised service agreements were introduced which, among 
other elements, arranged for the provision of technical assistance and 
transfers of patent rights to improvements in telephone equipment from 
AT&T at no additional cost to the operating companies. Although Bell 
Canada and AT&T had negotiated agreements covering these (and 
other) areas on a yearly basis from 1898, there was no ‘standard’ service 
agreement: AT&T was not required to provide technical services to Bell 
Canada. 

The Canadians were obliged to cover expenses for patents, as in the 
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case of the loading coil, essential to long-distance communication, 
developed by Columbia University Professor Pupin in 1899: the 
American Bell company, which had been pre-empted by Pupin in this 
field, had paid the inventor ‘handsomely’ for the patent rights, providing 
its associated companies in the US with the benefits at no cost. The 
Canadian company was obliged to pay over $15,000 (the normal fee 
paid to American Bell for patent transfers was under $1,000) as 
expenses for taking out the Canadian rights, under which, as Sise noted 
at the time, ‘we can have no monopoly on the invention’.'® 

More ominously for Bell Canada, given the widening research orien- 
tation of AT&T/Western Electric after 1911, the patent transfer agree- 
ment of 1880 between American Bell and the Canadian company 
referred specifically to ‘telephones and telephone apparatus’; rights in 
other fields could be negotiated, but there was no standard contract or 
established guidelines to cover this situation; and even in the 1890s 
American Bell was inclined to apply a narrow interpretation to the 
agreement. Northern Electric had access to information on research 
carried out by Western’s engineering department; but with Western as a 
large minority shareholder in Northern, relations between that company 
and Bell Canada took on more of an arms-length character than had 
been the case initially. (During the 1920s Bell Canada would complain 
to AT&T about the quality of material and service provided by 
Northern.) While Bell Canada was not necessarily interested in entering 
new telecommunications fields, even people at AT&T recognised that 
the ‘patent situation . . . from the standpoint of the Canadian company 
is not satisfactory’. t° 

After Sise’s death in 1918, L.B. MacFarlane, his successor as presi- 
dent of Bell Canada, had begun pressing for a revision of the Bell 
Canada — AT&T arrangements that would bring it more in line with 
those of AT&T’s American operating companies, noting that Bell 
Canada had been a profitable investment for the US firm.” The oppor- 
tunity for addressing at least some of these concerns occurred in the 
context of a general restructuring of AT&T’s overseas business in the 
mid-1920s. From the 1880s Western Electric had been effectively the 
Bell companies’ instrument for FDI, establishing manufacturing 
branches in Europe, South America, Australia and the Far East. Until 
the First World War these branches had been rather loosely linked to 
Western, with ‘[no] central policy and very little information [flowing] to 
central headquarters of problems and results’ .”4 

At the end of the war, an effort was undertaken to integrate and 
systematise these foreign enterprises under a new company, 
International Western Electric Co. (IWEC), which included Northern 
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Electric in its penumbra as an ‘allied company’. As part of the reorgani- 
sation, Bell Canada entered an agreement under which patent rights in 
Canada and Newfoundland held by Northern Electric were vested in 
IWEC, which then licensed them back to Northern and Bell Canada.” 

AT&T’s support for Western Electric’s international business was 
moderate at best, and an investigation by the US Federal Trade 
Commission of its relations with General Electric and other companies 
in the international radio and telephone communications fields further 
diluted that enthusiasm. In 1925 Walter Gifford, the incoming president 
of AT&T, decided to jettison most of the company’s foreign commit- 
ments, selling IWEC to the International Telephone & Telegraph 
Corporation. Northern Electric was not included in this transaction.” In 
the wake of that move Gifford, who had been considering the overall 
relationship of AT&T and Bell Canada for several years, initiated a 
general revision of agreements between the two companies. 

Under the new arrangements, completed in 1925-26, Northern 
Electric was entitled to receive a wide range of technical advice and 
assistance from Western, including access to new research as well as 
Canadian patent rights to new technology developed by Western. A 
parallel agreement was made between AT&T and Bell Canada, provid- 
ing the Canadian company with access to new developments from Bell 
Laboratories. A ‘service contract’ similar to those with US operating 
companies superseded the 1880 patent agreement; Bell Canada paid a 
fee for technical and other services, but since it would still have to cover 
ancillary expenses for acquiring Canadian patents, the fee was set at half 
the rate charged to other AT&T companies. The agreements also called 
for reciprocal sharing of technical information by Bell Canada and 
Northern Electric with their US partners; but given the vast differences 
in capabilities, these were at best pro forma elements.” 

These agreements dramatically enhanced the competitive position of 
Bell Canada and Northern Electric. As one recent study comments: 
‘through its privileged access to the standards, methods and technology 
of the US Bell system, Bell Telephone [of Canada] . . . assumed the 
pre-eminent role in the Canadian telephone industry and guided the 
planning of Canada’s national long-distance network’.* On the other 
hand, some critics have argued that under these agreements Canadian 
research and development capabilities in communications were allowed 
to atrophy. With a steady flow of new products and processes from the 
Americans, there were few incentives for Bell Canada or Northern to 
develop in-house research capabilities or engage in innovative work.”° It 
seems unlikely that the Canadian companies could have developed a 
strong technical organisation before the Second World War, given the 
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embryonic state of Canadian technical education in that era. In any 
case, after the sundering of their links with AT&T, Bell Canada and 
Northern Electric (now Northern Telecom) embarked on a fairly rapid 
expansion of their technical capabilities, entering the international tele- 
communications market aggressively in the 1970s. 

Termination of formal ties between the American and Canadian 
companies was precipitated by a US antitrust suit that was initiated in 
1949 with the aim of breaking up the AT&T/Western Electric re- 
lationship as representing a monopoly in the telephone equipment 
industry. Although AT&T was able to circumvent this draconian 
demand at the time, a consent decree negotiated in 1956 between the 
US government and the companies required Western Electric to grant 
non-exclusive licences to future patents not directly related to tele- 
phone apparatus. Western decided to phase out its existing arrange- 
ments with Northern, which had automatic access to Bell Labs’ 
information. By 1957 Western had sold all but ten per cent of its 
share in Northern. 

Since Northern had been a major conduit of technical information to 
Bell Canada, the termination of the Western—Northern linkage would 
seriously limit its access to the technology of AT&T. The US company 
in turn was prepared to disengage and began reducing its holdings in 
Bell Canada. In 1975 AT&T sold its last shares (by then down to a two 
per cent holding) to the Canadian company and cancelled the service 
contract.?7 

Throughout its history, the American Bell/AT&T relationship with 
Bell Canada was shaped principally by the US firm’s strategic aims, 
modified at crucial points by external circumstances related to doing 
business in Canada. Initially, American Bell hoped to obtain a mono- 
poly position in Canada, as it was endeavouring to do in the US. 
Canadian patent laws required the establishment of manufacturing 
facilities in that country, which in turn led to a much greater commit- 
ment of financial and technical resources than the Americans may have 
intended. Similar circumstances also influenced the way AT&T/Western 
Electric moved into markets in Europe in the 1880s. 

By this time the American company was moving away from its 
original patent monopoly strategy to one based on sustaining competi- 
tive advantage through advanced manufacturing and technical capabili- 
ties. After 1900 AT&T combined this approach with a policy of 
functional integration and standardisation of its service and technical 
relations with operating affiliates. By the 1920s the company had con- 
cluded that most of its foreign business could not easily be fitted into this 
emerging Bell ‘system’. The Canadian connection, however, was 
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retained so that Bell Canada became in effect a part of the system while 
remaining legally distinct as a foreign enterprise. 

In the early years the terms of the relationship were influenced not 
only by the legal situation in Canada but also by the role of Charles Sise 
at Bell Canada who turned the Americans’ interest in that market to the 
advantage of his company, justifying his requests for ever-expanding 
financial and technical assistance as necessary to fulfil the American 
company’s objectives (even after Bell Canada abandoned pursuit of a 
service monopoly in 1907). After Sise’s death, Bell Canada did not have 
a strong negotiator; but by that time AT&T executives Thayer and 
Gifford were prepared to expand and solidify the technical relationship 
initiated by Sise as part of their drive for systematisation. While Sise had 
had to haggle continually for new increments of American technology, 
his successors received a steady flow of assistance, in part because they 
displayed no inclination to develop their own technical capabilities. 
Under Sise, Bell Canada acquired resources through arms-length bar- 
gaining. His successors accepted a more clearly subordinate role in the 
Bell system but reaped the benefits of the system. 


IV 


In contrast to the enduring AT&T/Bell Canada relationship, Vickers’ 
first foray into Canada was short-lived, virtually a footnote in industrial 
history. While Bell Canada was a lucrative vehicle for its Canadian and 
American shareholders, Canadian Vickers only produced profits for its 
British parent during the height of war production in 1917-19, and 
staggered through the 1920s under a massive debt burden before being 
sold off. But the company in these years was a recipient from its parent 
of a cornucopia of equipment and technical assistance, including the 
country’s largest floating dry-dock (still in use more than a half-century 
later), an engineering division, aircraft design capabilities and an air- 
craft plant that eventually passed into the hands of Canadair Ltd (now 
owned by a Quebec-based multinational, Bombardier). During the 
1950s the British firm re-acquired majority control of Canadian Vickers 
which operates as a diversified manufacturer in ship-building, structural 
steel and chemical engineering.” In addition, the aircraft manufacturing 
venture examined in this section contributed indirectly to the migration 
of various designers and engineers to Canada and induced other compa- 
nies such as De Havilland and Boeing to set up more enduring oper- 
ations in Canada. 

The entry of the British company Vickers into Canada was less the 
result of any clear strategy than it was an ad hoc response to a particular 
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situation. As Davenport-Hines observes, much of that company’s for- 
eign investment partook of this character, reflecting ‘intuitive judgments 
made by its senior directors . . . [of] immediate market opportunities’, 
particularly Albert Vickers, the major figure at the company between 
1880 and 1914.? During the late nineteenth century, Vickers had been 
transformed from a general iron and steel producer to a diversified 
armaments manufacturer, making naval vessels, shells and weapons, 
particularly the Maxim machine-gun, and boasting a strong research 
capability in these fields. Although the arms race of the early 1900s 
provided the firm with a lucrative home market, Vickers was perennially 
interested in overseas sales, undertaking foreign manufacturing where 
necessary in a variety of countries including (by 1914) Spain, Italy, 
Japan, Turkey and Russia: preferably through joint ventures, keeping 
their financial commitments at about 25-30 per cent of total shares, 
much like American Bell in its early years. The Canadian venture was 
unusual in that it was almost wholly owned by Vickers alone.” 

The particular situation in Canada was the passage of a Naval Service 
bill in 1910 and an accompanying Dry Dock Act under which the 
Canadian government offered subsidies to companies establishing ship- 
yards for naval construction. Heretofore Canada had never had a navy 
of its own; and the Act was a matter of considerable political contro- 
versy, contributing to the defeat of the government that sponsored it a 
year later. Vickers had surveyed the Canadian shipbuilding market in 
1907, concluding at the time that prospects were slight. The naval 
programme, however, presented Vickers with the opportunity to estab- 
lish a dominant position in the field, with the added advantage (so it 
seemed) that Canada, as a loyal Dominion of the British Empire, would 
provide a more secure and stable host than many of the other places 
where Vickers had FDIs. In 1911 Vickers set up a subsidiary, capitalised 
at $5 million (Cdn) with the parent holding 94 per cent of the shares; 
leased a site near Montreal, Quebec — where the local government 
offered a 20-year exemption from property taxes — and arranged to 
transport a large floating dry dock from Vickers’ major English shipyard 
at Barrow to Canada in the following year.?! 

Vickers’ investment decision proved to be somewhat premature. As 
Vickers was to experience repeatedly, Canadian government policies 
toward military contractors were equivocal and parsimonious. The 
administration that came to power in Ottawa after the 1911 general 
election was unenthusiastic about the naval programme and delayed 
proceeding with orders until the outbreak of war in 1914. Although 
business picked up from that point, Vickers never achieved the pre- 
eminence in Canadian arms production anticipated in 1910-11. The 
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Canadian government parcelled out war supply orders to a wide range 
of companies; and Canadian Vickers was perceived by the British 
Munitions Ministry as an inefficient and uncompetitive supplier. This 
situation reflected a combination of circumstances, including incompe- 
tent local management — of which more later — as well as lack of political 
influence in Ottawa. 

In addition, the Canadian company faced financial problems in 
expanding its facilities to meet wartime demand. A new issue of deben- 
tures that was intended for placement in London in 1914 had to be 
postponed for two years; and, when it was finally issued, the parent 
firm, which had already provided over £1 million pounds in capital and 
loans to Canadian Vickers, was obliged to guarantee a substantial 
portion of the total. Consequently the Canadian company reached full 
production only at the end of the war when orders were tailing off, and 
carried a debt burden of more than $4.8 million (Cdn) — which was 
never fully repaid — into the post-war era.*” 

Despite this less than exemplary record, Canadian Vickers was — and 
continued to be — recipient not only of fresh capital but also of tech- 
nology from its parent. Under the 1911 charter of incorporation, 
Canadian Vickers was assigned Vickers’ patent rights in Canada; in- 
itially this provision related only to the dry docks and ‘appurtenances’ 
but circumstances were to dictate an expanded commitment. In 1900 
Vickers had entered a patent licence agreement with the US firm, 
Electric Boat, for construction of submarines in Britain. Shortly before 
the outbreak of war in 1914, Electric Boat and another American 
company, Bethlehem Steel, had contracted with the British Navy to 
produce submarines, but in December 1914 the US State Department 
proclaimed its opposition to the contract as a potential violation of 
American neutrality. Vickers then took over the contract, and arranged 
for Electric Boat and Bethlehem to provide Canadian Vickers with the 
technical and industrial resources needed to fulfil the contract. By the 
end of the war Canadian Vickers had produced 18 submarines and 
additional hulls (with Electric Boat providing the interior equipment) 
for Italy and Russia as well as Britain.” 

At the end of the war both Vickers and its Canadian offspring faced 
the prospect of an abrupt termination of military supply contracts, 
although Canadian Vickers persisted for a time in an illusory expec- 
tation that there would be a post-war naval programme. In 1918 the 
parent company established a ‘peace products’ committee to develop a 
diversification plan ranging ‘from locomotives to soft toys and from 
merchant ships to piano actions’.** In the process its less than perfect 
relationship with Canadian Vickers came under review. The Canadians 
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narrowly averted the loss of the dry dock, which was to be towed back 
across the Atlantic to Barrow in 1920, only by arguing that this move 
would entail loss of the Canadian government subsidy of $100,000 (Cdn) 
a year. 

The dry dock remained in Canada, but Vickers was determined to 
overhaul the management of its troubled subsidiary. When Canadian 
Vickers was set up in 1911, the London directors had installed Frederick 
Orr Lewis, a Montreal merchant, as president, on the assumption that 
he ‘had very good contacts’, particularly with the Allan family who 
owned a steamship company and held minority shares in Canadian 
Vickers. Lewis, however, ‘knew nothing at all about heavy industry’, 
and provided at best part-time supervision of the company’s affairs 
among his many activities." 

These failings had become apparent by 1914, but the parent firm 
delayed taking any remedial measures as war business picked up. By 
1919, with an uncertain post-war era unfolding, the need for reorganisa- 
tion was more pressing, hastened by changes at the top in the parent 
company. Albert Vickers, the dominant director for a generation, 
retired, to be succeeded by his nephew Douglas as chairman in that 
year. Although many of the older directors remained, the company 
recognised the need not only to move away from an exclusive preoccu- 
pation with armaments but also to re-examine its foreign business, much 
of which had been disrupted by the war. In the Canadian situation, they 
recruited an experienced shipyard manager, Arthur Gillham, to take 
over as president and reorganise the shipyard which faced serious labour 
troubles as well as diminishing contracts. They also dispatched a team 
from London to set Canadian Vickers on the path to diversification. 

While the post-war slump and the cancellation of further naval con- 
tracts by the Canadian government dealt a lethal blow to the shipyard in 
1920-21 — gross income fell by one-third in one year and net earnings by 
two-thirds — Gillham and his associates energetically pursued diversifi- 
cation. Accomplishing this task was no easy matter, particularly as they 
soon concluded that new financing would be needed, while the parent 
firm was adamantly opposed to further outlays. To circumvent this 
restriction, the subsidiary’s managers appealed to the inherent bias of 
the parent firm’s directors toward tradition: Vickers’ peace products 
committee in 1918 could contemplate production of furry toy rabbits, 
but the directors clearly felt more at home with heavy industry. In 
1922-23, Gillham persuaded London to provide short-term credit to 
Canadian Vickers to acquire a steel fabricating company, Phoenix 
Bridge & Ironworks of Montreal, so that his company could move into 
production of turbine engines.” 
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Canadian Vickers’ managers tapped another rich vein of support in 
London with their proposals to establish aircraft manufacturing in 
Canada. The parent firm had entered this field during the First World 
War, producing a range of military planes at its Weybridge plant, most 
notably the twin-engine Vimy bomber. The company’s most technically 
oriented director, Sir Trevor Dawson, was keen to promote post-war 
aircraft production, and in 1919 Vickers staged various barnstorming air 
races, including a transatlantic Vimy flight from Newfoundland to 
Ireland (eight years ahead of Lindbergh) to drum up interest. 

Canada, with its vast wilderness and remote mining and logging 
camps, seemed a promising market. In 1920 Canadian Vickers nego- 
tiated with the nascent Canadian Air Board to outfit two Vimys with 
amphibian gear for use as seaplanes; and Dawson resurrected the old 
Vickers dream of securing a monopoly in government contracting sup- 
plying military and reconnaissance aircraft. The Air Board was cagey — 
and again Vickers would discover that dealing with Dominion officials 
was unpredictable at best — but Gillham and R.S. Griffith, who handled 
aircraft sales for Vickers in Canada, outbid rival US and British firms on 
a contract to supply the Canadian Air Force with an amphibious plane, 
the Viking. 

Gillham persuaded Vickers to provide the Canadian firm with the 
resources to manufacture the woodwork and assemble the planes, de- 
spite objections from Weybridge, on the grounds that this would reap 
goodwill from a Canadian government that was moving away from its 
traditional imperial ties. By 1923 he had secured additional technical aid 
from Weybridge and an airplane designer, W.T. Reid. Over the next 
several years Reid organised a design team who created a range of new 
aircraft for the commercial market as well as the government. By 1925 
Canadian Vickers was able to manufacture most airframe parts in- 
house, importing the engines from Britain.” 

Aircraft manufacturing was not without its problems, particularly 
with Canadian officials who were inclined to alter specifications regu- 
larly and were dilatory about meeting contract payments. The aircraft 
venture did not in fact produce profits for Vickers, although by mid- 
decade it had a reputation as the most advanced company in the field in 
Canada. Meanwhile, however, financial problems plagued the com- 
pany. Net earnings remained poor and Gillham was obliged on several 
occasions to draw on the company’s cash reserves to meet its debenture 
and interest payments. Nevertheless the parent company might have 
allowed it to continue on its course, particularly as the Phoenix Bridge 
and turbine investments were beginning to bring in increased income by 
1926-27. But at this point troubles on the home front precipitated a 
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major reorganisation at Vickers in the wake of a merger with its equally 
troubled long-time rival, Armstrong-Whitworth Co., forced upon it by 
the Bank of England. 

In 1926, in the midst of the Vickers-Armstrong merger negotiations, 
a Canadian group headed by Frank Ross, president of Montreal Dry 
Dock, approached Vickers with a proposal to purchase the Canadian 
enterprise, which was hastily embraced by the parent firm. A Canadian 
Vickers veteran later commented acidly that this was ‘a very smart 
operation out of which Mr Ross and his associates did extremely well, 
but which left the company itself in a very bad position’.?? For $4.5 
million (Cdn), Ross acquired a firm whose assets were worth two to 
three times that amount, while Vickers in Britain absorbed over $2 
million in accumulated debts. In 1928 Canadian Vickers merged with 
Montreal Dry Dock; the Ross group refinanced the enterprise, reaping 
a tidy profit at the crest of the late-1920s securities boom, and saddling 
the company with new debts that were not repaid until the Second 
World War revived the shipbuilding industry. 

Tronically (in light of later assertions by Canadian nationalists on the 
impact of FDI on their country’s technological capabilities), the 
Canadian investors decided early on to dismantle the aircraft manufac- 
turing operation that represented probably the most significant transfer 
of technology by Vickers to its subsidiary. In 1929 the new owners 
closed the division down, and negotiated an agreement to be the exclus- 
ive suppliers of British-made Vickers planes in Canada. Most of the 
design and engineering staff returned to Britain; Reid went to the US 
and joined Curtiss Aviation. The rationale for this decision was under- 
standable: the aircraft division had not been particularly profitable, and 
although the Canadian government proclaimed its enthusiasm for 
Vickers planes, Dawson’s expectations of acquiring the lion’s share of 
the Canadian aircraft market were never realised. 

More than the other companies examined here, Vickers appears to 
have been influenced in its foreign investment and technology transfer 
decisions by external factors, particularly by Canadian government 
procurement and tax policies. This is not surprising, as Vickers was 
quintessentially a military supply firm in this era even when it embarked 
on diversification after the First World War. Despite the fact that the 
Canadian subsidiary’s most profitable venture in the 1920s was not 
directly tied to government contracting, an inordinate amount of atten- 
tion was devoted by the directors in London to the aircraft enterprise, 
and substantial resources were transferred to Canadian Vickers for that 
venture. The decision by the parent firm to divest itself of Canadian 
Vickers was largely the result of measures imposed upon it (indirectly at 


146 THE MAKING OF GLOBAL ENTERPRISE 


least) by the British government in the Armstrong merger, combined 
with disappointment over the progress of aircraft contract arrangements 
with the Canadian government. 

At the same time, the managers of Canadian Vickers displayed some 
skill in manipulating the situation to their advantage, at least tempor- 
arily, in the post-war years: retaining control of the dry dock — a major 
asset from the point of view of the Canadians who eventually acquired 
the company — and buying time in the 1920s by emphasising the poten- 
tial government market for aircraft. Ultimately, their efforts could not 
offset real financial losses, and the Canadian government proved to be 
an unreliable client; but in the process they had procured for Canadian 
Vickers a remarkable transfer of resources and technical capabilities 
that testified to their negotiating abilities if not to their business acumen. 


Vv 


Canadian Industries Ltd (CIL) was established as a joint venture be- 
tween the British company, Nobel (later Imperial Chemical) Industries 
Ltd and the American firm, E.I. du Pont de Nemours. 

This was a somewhat unusual arrangement at the time of its founding, 
although it has become far more common in recent years. It was in part 
a by-product of wide-ranging international patent-sharing agreements 
between the two firms, and in the 1940s the US antitrust authorities 
charged that CIL was essentially a vehicle for a cartel arrangement 
intended to suppress competition in the chemical industry in Canada. 
This view was apparently shared by the American courts, which ordered 
the dissolution of the joint venture along with the patent agreements in 
1952; subsequently ICI took over majority control of CIL while Du Pont 
set up a separate subsidiary in Canada.*! 

CIL was, however, an operating company that manufactured a wide 
range of chemical products in Canada; a recipient of Canadian patent 
rights from both parent firms; and it maintained modest research and 
export operations by the time American antitrust officials began their 
investigations in the 1940s. During the Second World War, CIL’s sub- 
sidiary, Defence Industries Ltd, was a major supplier of explosives and 
other chemical products to the Canadian government, cited as ‘one of 
the largest industrial enterprises ever undertaken in Canada’. To a 
great extent, of course, the transfer of capital, patent rights, technical 
assistance and manufacturing capabilities to CIL was the result of the 
Du Pont/ICI relationship; but these developments also reflected the 
growth of the Canadian market for industrial products and the efforts by 
CIL’s managers to procure the maximum benefits available to them 
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from their well-endowed parents, as well as strategies of diversification 
and decentralisation pursued by both Du Pont and ICI, particularly 
between the 1920s and the 1940s. These two firms also established joint 
ventures in Latin America and Australia, but the Canadian enterprise 
was by far the largest and most technologically advanced of these 
undertakings. 

Between 1880 and 1910 both the Du Pont Powder Co. and Nobel 
Explosives (UK) had entered the Canadian market where large-scale 
mining and rail construction projects stimulated demand for their prod- 
ucts. Canadian duties on imported black powder were relatively low, as 
were transport costs from the US; but Nobel could offset Du Pont’s 
advantage to some extent by its technical capabilities in dynamite 
production. More significantly, key figures in both firms were inclined 
early on to prefer co-operation over competition, particularly in a small 
market such as Canada. 

Du Pont had erected a ‘powder trust’ among competing US firms in 
the 1880s, while the Nobel group developed a similarly dominant pos- 
ition in Europe with its Glasgow-based member as the leading company. 
In 1888 the American and European ‘trusts’ negotiated an agreement to 
keep out of each other’s markets; Canada was left open for competition 
at this point. By the early 1900s both Du Pont and the British Nobel 
company were reorganising their respective federations into integrated, 
consolidated enterprises; and Du Pont in particular was looking toward 
diversifying into more broad-based product lines albeit still (at this time) 
in the explosives industry. Coleman du Pont, president of the American 
company, was interested in reviewing international arrangements; and 
the emerging figure at British Nobel, Harry McGowan, was receptive. 

In this context the Canadian situation was re-examined in 1909 — 
during which time Du Pont also faced antitrust prosecution relating to 
its control of the US powder market, a development that reinforced the 
impetus for renegotiating its international position. In 1910 the two 
companies agreed to set Canadian Explosives Ltd (CXL) as a joint 
undertaking, established on the base of an Ontario enterprise, Hamilton 
Powder Co., in which both held shares. Nobel held 55 per cent of the 
shares of CXL, which was capitalised at $15 million (Cdn), with Du 
Pont holding 45 per cent. Despite Nobel’s dominant position, CXL was 
to be regarded by both partners as a joint vehicle, entitled to receive 
sufficient assistance to achieve economies of scale in production and 
access to new developments in the explosives field, to ensure that it 
would maintain a strong position in the Canadian market.” 

Between 1910 and 1920 CXL functioned largely as a single-industry 
branch operation. Wartime demand for military explosives led to a 
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rapid expansion of capacity and takeover of several smaller companies. 
By 1920 capitalisation was raised to $22.5 million (Cdn). There was, 
however, little in the way of transfer of new technology from either 
parent. Although CXL’s president was a Canadian, William McMaster, 
former head of Hamilton Powder, the company’s activities were closely 
monitored by McGowan of Nobel. Circumstances began to change 
within both of the parent firms at the end of the First World War, which 
in turn would lead to a change in their relationship and the role of the 
Canadian company. 

Du Pont and Nobel were each branching into new fields of chemical 
research and development. During the war Du Pont moved into product 
lines such as plastics and lacquers that provided an alternative end-use 
for materials used in military smokeless powder, and into dyestuffs. 
Nobel followed suit, although in a more hesitant fashion: by the mid- 
1920s, however, McGowan was seeking a merger with the British 
chemical firm, Brunner Mond, that would give it a position roughly 
equal to Du Pont. 

In 1919 the Americans proposed broadening CXL’s activities to 
encompass the new fields Du Pont had entered. At this point they had 
secured a technical advantage over Nobel which was reflected in the 
reorganisation of the Canadian firm’s shares in 1920, with Du Pont and 
Nobel now each holding 47 per cent and each agreeing not to increase its 
position via the Canadian minority shareholders. Du Pont, however, 
still preferred co-operation with potential rivals in international mar- 
kets; and Nobel’s prospective alliance with Brunner Mond would give it 
a firm foothold in the field of synthetic nitrogen where Du Pont’s early 
efforts were lagging. When Du Pont and Nobel renegotiated their 
general patent agreements in 1925, they arranged for CXL to become 
the mutual recipient of Canadian rights to selected chemical products 
and processes developed by either parent, with the additional provision 
that it would have preferential consideration in the introduction into 
Canada of any new products ‘not covered by the [general patent and 
process] agreement’. Following the Nobel-Brunner Mond merger later 
that year, CXL was reconstituted as CIL to reflect its broader 
mandate.“4 

As this account suggests, the Du Pont—Nobel/ICI relationship was not 
quite the cosy cartel arrangement later perceived by US antitrust inves- 
tigators. Both sides were continually manoeuvering for best advantage. 
Du Pont was wary not only of its British partners but also of the US 
government, particularly in the late 1930s when a new era of trust- 
busting commenced.*° Chief executives on both sides were receptive to 
the concept of co-operation, particularly McGowan and his American 
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counterpart, Irenee du Pont, in the 1920s; but managers in their re- 
search departments were inclined to secretiveness and delay in sharing 
new processes.“ In these circumstances, CIL’s access to the full benefits 
of its parents’ technology was by no means ensured through the Du 
Pont/ICI agreements alone. 

This task was taken up by CIL’s president, Arthur Purvis, during the 
decade following reorganisation of the company. A British native, 
Purvis had risen rapidly through the ranks at Nobel, and, as a protege of 
McGowan, could be seen ~ as many Du Pont people did — as essentially 
an ‘ICI man’. At the same time, he was recognised as a ‘forceful 
character’ who linked CIL’s development to his own ambitions, which 
some observers believed to embrace a political career in Canada. 
During the 1930s he chaired a Canadian Royal Commission on 
Unemployment and headed the British purchasing board in North 
America in the early days of the First World War; his career was cut 
short, however, when he was killed in a plane crash in 1941. At the 
outset of his tenure as CIL’s president, Purvis proclaimed that ‘the 
logical future of CIL lay in going into all the lines practicable in which its 
parent companies could give it technical assistance’.*” 

Purvis’s room for manoeuvre was limited of course by CIL’s financial 
as well as technological dependence on ICI and Du Pont. But in the 
1920s both companies had moved toward more decentralised structures 
with substantial autonomy accorded to division heads in operating 
decisions. A manager who ran his division or department profitably 
could exercise a fair amount of independence. Despite some misjudge- 
ments — in particular an over-expansion into synthetic fertiliser pro- 
duction in the early 1930s — Purvis proved to be an able leader. The 
return on investment averaged over 12 per cent a year for CIL during 
the 1930s (considerably better than ICI’s overall performance); and 
even in the worst years, 1932-33, earnings per share and dividends were 
kept above 1927 levels. In 1933 CIL, which held substantial shares in the 
Canadian subsidiary of Dunlop Tire & Rubber, temporarily took over 
management of that enterprise under an agreement with its British 
parent and reduced its operating losses, although even Purvis could not 
completely salvage this unhappy situation. Even Wendell Swint, one of 
Purvis’s harshest critics at Du Pont, acknowledged that CIL was ‘a well 
run company’.*® 

Purvis’s tactics for coaxing new product lines and technology out of 
Du Pont and ICI generally featured a combination of warnings and 
appeals for justice accompanied by references to past good perform- 
ance. Warnings fell into two categories. Sometimes Purvis would argue 
that unless CIL were allowed to enter a new product line the Canadian 
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market would be lost to a competitor outside the Du Pont/ICI network 
of agreements. This line was pursued to enable CIL to expand into 
dyestuffs in 1928-29 when German and Swiss companies posed serious 
threats. Du Pont was sceptical, regarding this initiative as a thinly 
disguised effort to salvage the floundering fortunes of ICI’s predecessor 
company in that field, British Dyestuffs. Eventually Du Pont agreed to 
transfer its Canadian dyestuffs business to CIL and even to allow CIL to 
sell these products under its own brand name. 

Alternatively, CIL would propose to enter an export market in an 
established product line, maintaining that it was under pressure from 
the Canadian government to do so, an argument that had some sub- 
stance in the Depression years. Both Du Pont and ICI were predictably 
hostile to these proposals, viewing CIL as restricted to its home market 
(although US antitrust considerations blocked them from imposing this 
restriction formally). Purvis could use the threat to procure concessions 
elsewhere. In 1934-35 CIL began selling ammunition in South America 
in competition with another Du Pont affiliate, Remington Arms. This 
adventure helped precipitate a general overview by Du Pont and ICI of 
the relationship with CIL. Under the 1936 agreement CIL was obliged 
to foreswear future export ventures (without express permission); but 
was designated as ‘the vehicle for all Canadian undertakings, whether 
manufacture or sale’, by Du Pont or ICI, a substantial expansion of its 
position under the 1927 arrangement. 

These tactics were not always successful, particularly if CIL was seen 
to be seeking access to new technology not securely under the control of 
Du Pont or ICI. In 1937 CIL proposed undertaking a joint venture with 
a Quebec company, Shawinigan Chemicals, in the production of meth- 
anol, using a German process. ICI and Du Pont concurred that the 
methanol project would probably open the way for production of a 
much wider range of products in such quantity that CIL would again be 
pushing for export operations; and although they approved the meth- 
anol venture, sufficient obstacles to expansion and diversification were 
erected as to discourage CIL from pursuing the matter.‘ 

Despite occasional setbacks, CIL significantly diversified its product 
lines through the 1930s, receiving substantial technical assistance in 
setting up manufacturing of synthetic ammonia (for fertiliser), chlorine 
and cellophane, as well as expanding its production of paints and 
plastics. In 1939 Du Pont passed on Canadian patent rights to nylon and 
helped CIL establish a plant in the following year. During World War 
Two, CIL’s subsidiary, Defence Industries Ltd, provided engineering 
and managerial assistance to the Canadian atomic energy project at 
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Chalk River, Ontario, paralleling Du Pont’s work in the United 
States.” 

Purvis’s successors were less independent-minded, but as the Second 
World War ended, the prospect of antitrust action against Du Pont and 
ICI largely affected their relationship with CIL. Faced with pressures 
from Canadian Combines Act officials as well, the parent companies.in 
1945 renounced any intent to restrict CIL’s exports; and in the following 
year the nylon licensing agreement was revised. In 1948 the general 
patent and process agreement between Du Pont and ICI was terminated 
and replaced with one that provided for non-exclusive licensing and an 
end to technical co-operation between the companies. Although ICI in 
particular hoped to maintain CIL and other joint ventures with Du 
Pont, the Americans were looking at setting up a separate Canadian 
enterprise by this time, anticipating the 1952 US court decision that 
ordered the break-up. 

These post-war changes were something of a mixed blessing for CIL. 
On the one hand it could now move more readily abroad which would 
help absorb some of the increased output fostered by the expansion of 
wartime manufacturing capacity. But its access to technology from its 
parents was at risk at a time when both ICI and (particularly) Du Pont 
were introducing a wide range of new products and processes in syn- 
thetic textiles and other fields. While the flow of technology slowed, 
however, CIL’s own research capabilities were expanding, partly as a 
result of its war-related activities but also as a by-product of the deepen- 
ing research orientation of the parent firms. 

During the First World War, CXL had set up a small laboratory at its 
powder works at Beloeil, near Montreal, which concentrated primarily 
on developing specialised shotgun cartridges. In 1934 Purvis expanded it 
into a central research operation tied in with his ambitious synthetic 
fertiliser project. Before 1939, however, the lab employed fewer than 20 
people in modest facilities. By 1947 this staff had increased fivefold, and 
ICI and Du Pont agreed to allow the lab to move into ‘pure research’ to 
a limited extent. More significantly, Du Pont helped reorganise its 
operations to link research projects directly to the activities of the 
manufacturing divisions, which in turn contributed to its larger budget. 
CIL’s research expenditures almost doubled in five years, and by 1951 
the company was exploring the possibility of entering the petrochemical 
field. Although uncertainties over the future of the company delayed 
new initiatives at this point, after the division of 1952 both successor 
firms continued to develop their research capabilities.” 

Even before the US court announced its decision in US vs. ICI et al., 
both companies had decided to proceed with a division of CIL and other 
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joint ventures; ICI retained control of CIL while Du Pont set up its own 
company. Following protracted and sometimes acrimonious negotia- 
tion, a ‘segregation’ of patents, licences, production facilities and other 
assets was agreed on in 1954. Essentially, CIL retained product lines 
most closely associated with ICI, including explosives, ammunition and 
heavy chemicals as well as areas developed in the 1920s, including 
fertilisers, paints and plastics. Du Pont Canada kept product lines most 
closely tied to Du Pont, including cellophane, nylon and other synthetic 
fibres. On balance, Du Pont Canada probably emerged with a more 
advantageous situation, as it was well positioned in markets that were 
only beginning to be exploited and where technological advances were 
substantial.** 

As in the case of Bell Canada, CIL’s acquisition of resources and 
technology was determined more by internal than external factors, 
principally the strategic aims of the parent firms; but in CIL’s case, these 
strategies were oriented more toward the broader relationship between 
the two parents than toward the particular circumstances in the 
Canadian market. While CIL was not simply a mechanism for technolo- 
gical exchanges between Du Pont and ICI, it is fair to say that the 
capabilities bequeathed upon CIL were inextricably tied to the general 
patent and process agreements; and as those agreements became less 
viable the flow of technology to CIL diminished. 

Within the framework of those agreements, however, CIL had some 
scope for manoeuvre; and, as in the case of Bell Canada under Sise and 
Canadian Vickers in the 1920s, CIL, particularly under Purvis, pursued 
opportunities for expanding operations and acquiring new technologies. 
Purvis’s ambitions sometimes exceeded the limits permitted by the 
parent firms, particularly on the issue of exports, but on the whole ICI 
and Du Pont were prepared to give their subsidiary considerable leeway 
as long as it was profitable for all parties involved and did not threaten 
the structure of relations established by the patent and process 
agreements. 


VI 


In two of the three cases reviewed here, internal rather than external 
factors seem to have been more important in determining investment 
and technology transfer decisions; and in the third case (Vickers), the 
principal external factor - government procurement policies — was 
important largely because the company’s basic strategy focused on 
military contracts. This is not to say that external considerations played 
no role in these decisions; and, again, in two of the cases US court 
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decisions were crucial in shaping the parent-subsidiary relationship. But 
the major factors in each case appear to be more directly related to 
parent firm strategies and the initiatives taken by managers in the 
affiliated companies. 

Bell Canada was set up initially largely as an extension of American 
Bell’s domestic market strategy, and changes in the relationship be- 
tween the Canadian and US firms reflected (albeit somewhat belatedly) 
changes in American Bell’s links with its domestic operating companies. 
Du Pont and Nobel established CXL in the context of their broader ‘co- 
operative’ relationship, and the Canadian firm’s expansion and diversifi- 
cation occurred within that evolving system. Vickers entered Canada to 
exploit a particular opportunity — the naval construction programme — 
but after the First World War, Canadian Vickers’ diversification fol- 
lowed the path laid out by the parent company. 

While the particular circumstances of the Canadian market were of 
less saliency than the overall strategies of the foreign companies, local 
management in each case played at least some role in decisions relating 
to transfers of capital and technology, frequently invoking the argument 
that the special requirements of operating in Canada dictated these 
transfers. Their successes were probably due more to their ability in 
presenting the argument than to the actual circumstances. Sise based his 
case for transfer of telephone manufacturing capability to Bell Canada 
on the 1871 patent law and the 1885 court decision, even though the 
likelihood that successful domestic competition would emerge was re- 
mote. Gillham tied his pleas for the dry dock and aircraft manufacturing 
capability to the (at best) problematical commitment of the Canadian 
government to post-war military contracts. Purvis cited pressure from 
the Canadian government in his quest for export opportunities and new 
product lines, although there is little evidence that the Canadian govern- 
ment contemplated reprisals against CIL for failing to export its prod- 
ucts. Canadian managers were always careful to link their particular 
needs to the interests and strategies of their parent companies, but it is 
important to note that they took the initiative in each situation and, 
within the limits accepted by the parent firms, established the terms 
under which resources were transferred. 

The parent firms’ willingness to transfer resources, particularly ad- 
vanced technology, however, was closely linked to the degree of control 
they exercised over the affiliated companies. Sise, for example, got his 
manufacturing plant but had to share control of that operation with 
Western Electric; and it was only after Sise’s departure from the scene 
that Bell Canada was substantially integrated into the Bell system with 
its attendant technological benefits. In that later situation, Bell Canada 
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basically traded part of the autonomy Sise had won for it in order to 
procure technology at a lower price. Vickers was prepared to pour large 
amounts of assistance into its Canadian subsidiary because it exercised 
virtually complete control over that enterprise. CIL’s relations with Du 
Pont, particularly in the Purvis era, were punctuated by distrust and 
recriminations in part because Du Pont managers suspected CIL of 
maintaining closer ties with ICI; and the American company moved 
with alarming alacrity (from ICI’s point of view) to sunder relations in 
the 1940s, with all parties concerned looking to protect their own long- 
term interests. 

While it may be hazardous to generalise on the basis of a relatively 
limited number of examples, in the three cases examined here it seems 
fair to conclude that transfers of technology were shaped primarily by 
three elements: the strategies of the parent firms, particularly those 
emphasising diversification and decentralisation; the initiatives and 
negotiating skills of the managers of the affiliated firms; and, balanced 
against this last point, the extent to which the affiliates were ultimately 
dependent upon the parent firms. 
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I.G. Farben in Japan: The Transfer of 
Technology and Managerial Skills 


AKIRA KUDO 
University of Tokyo 


I 


This article deals with the technology and management transfer from 
the German to the Japanese chemical industries during the 1920s and 
1930s.! Before 1945, I.G. Farbenindustrie Aktiengesellschaft (hereafter 
referred to as I.G. Farben), the giant German chemical firm, exported 
goods such as dyestuffs and nitrogenous fertiliser to Japan, and licensed 
its synthetic ammonia process to Japanese companies. It also made 
direct investments in Japan, both in manufacturing and in sales outlets. 
Through these three forms of international business activities — export 
of products, licensing, and direct investment — I.G. Farben transferred 
to the Japanese chemical industry, intentionally or not, its production 
technology and managerial skills. Its technology and management trans- 
fer also produced far-reaching effects on other facets of the Japanese 
chemical industry, including its distribution system. In fact, I.G. Farben 
was one of the two German companies which affected business manage- 
ment in Japan most profoundly, the other being Siemens in the electri- 

cal machinery industry.” 

This article divides the period under study .into the 1920s and the 
1930s, the two decades when the Japanese market took on significantly 
different characteristics. This will be followed by a brief overview of the 
activities of I.G. Farben during the two decades, with a review of the 
technology and management transfer which was effected by its business 
activities. Throughout, the focus is on production technology, market- 
ing policy,’ the distribution system, and personnel management. 
Financing issues are omitted. due to the shortage of available 
information. 


II 


It is necessary to begin with a brief outline of the Japanese market for 
chemical products from 1910 through the 1920s. In pre-First World War 
years, the major German chemical companies were already exporting 
their products to Japan on a considerable scale. Dyestuffs were an 
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important export item, particularly synthetic indigo, which was espe- 
cially favoured in the Orient. Each company.had its Japanese agent; 
BASF established its agent in 1881 and Bayer changed its agent in 
1891.7 By 1913, immediately before the First World War, the Japanese 
market had become very important for German dyestuff producers. In 
that year Japan ranked as the eighth largest export market for German 
dyestuffs, importing 15.83 million marks’ worth of the products, or 4.9 
per cent of total German dyestuff exports of 321.20 million marks. 
Among the eight German dyestuff manufacturers, the largest three, 
BASF, Bayer and Hoechst, overwhelmed the others in export sales in 
Japan, with two of the three, BASF and Hoechst, dividing between 
them as much as two-thirds of the exports to Japan. In addition, the two 
companies had stronger interests in the Japanese market than the six 
other German dyestuff producers. They saw Japan not only as an 
important export market in itself but also as a sales base for East Asian 
markets, including China. In fact, Japan with its political stability and 
communications infrastructure had become an important foothold for 
business activities in the large Chinese market.* 

With the outbreak of the First World War, the German chemical 
manufacturers were denied access to the Japanese market. In an 
attempt to fill the suddenly created vacuum, many small dyestuff manu- 
facturing firms cropped up, and, also, large firms like the Mitsui Mining 
Co. began to undertake dyestuff manufacturing operations. The trend 
was further accelerated by the Japanese government, which, in an effort 
to foster a modern chemical industry, promulgated the Law for 
Promoting Dyestuff and Medicine Production and other laws, and 
established a government-owned Nihon Senryo Seizo Kabushiki Kaisha 
(Japan Dyestuff Manufacturing Co. Ltd, hereafter referred to as Nihon 
Senryo). Thus the First World War marked the birth of a modern 
chemical industry in Japan. 

After the war, the Japanese market became even more important for 
the German chemical industry. The rapidly developing Japanese textile 
industry was in need of ever-increasing quantities of dyestuffs. Also, the 
spread of fertiliser-intensive farming methods in the agricultural sector 
was creating a lucrative export market for the German nitrogen 
industry with its newly developed synthetic ammonia process. In addi- 
tion, the Chinese market, following the revolution of 1911 that over- 
threw the Ch’ing dynasty, seemed ready to grow by leaps and bounds. 
Thus, it was only natural that the German chemical firms were greatly 
attracted by the Japanese market, and competed fiercely with each 
other in order to put their pre-war sales networks back into shape, 
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regain their export shares, and capture the newly expanding segments of 
the market. 

In the immediate aftermath of the war, the Japanese demand for 
dyestuffs and nitrogenous fertiliser was met to a large extent by supplies 
from the United States and other European countries, but, before long, 
German products began to dominate the market. This was because the 
newborn Japanese chemical industry was not yet competitive enough to 
dominate the domestic market, while the German chemical industry had 
a significant competitive edge over its international competitors in 
chemical production as a whole, even though the degree of its supre- 
macy varied from one product to the next. 

Moreover, the Japanese government had not yet adopted a protectio- 
nist policy effective enough to stem the inflow of foreign chemical 
products. To be sure, the government felt the need to protect the 
country’s infant chemical industry, on the one hand, but, on the other 
hand, it also found it imperative to serve the interests of the textile 
industry and agriculture by allowing them access to cheaper chemical 
products imported from abroad. As a result, the government adopted 
what could basically be characterised as a ‘weak protectionist policy’, or 
a policy of selective protection of the infant chemical industry, one 
which kept the import tariffs at relatively low levels, while fostering 
sentiments of economic nationalism by encouraging the population to 
‘buy Japanese’. Direct investments by foreign chemical firms were also 
welcomed, in principle, for the same reason, even though the govern- 
ment was reluctant to allow the investing foreign companies to gain 
control of management of the joint ventures, and the Japanese partners 
of the joint ventures, too, were insistent on keeping them under their 
own control.’ 

Despite its ‘weak protectionist’ stance, the government sometimes 
took bold steps to sustain sections of the domestic chemical industry 
under threat from foreign competition. For instance, it enforced, in 
June 1924, an import licence system to protect the dyestuff industry 
which was badly in need of protection. This system was, in effect, meant 
to discriminate against German goods. One of the counter-measures 
devised by the German dyestuff industry was reorganisation of its 
distribution outlets within Japan. 

At the time, major German dyestuff companies belonging to an 
industry-wide Interessengemeinschaft (community of interests) were 
being pressed hard to rationalise their business organisations in re- 
sponse to the subsiding post-war hyperinflation. And the consolidation 
of their sales outlets outside Germany was one of the most important 
and difficult tasks, because each member company considered its own 
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traditional sales outlets, trade rights and trade marks as too precious to 
be subjected to reorganisation and reshuffling. Nevertheless, the effort 
to consolidate the German sales outlets in Japan was completed rela- 
tively smoothly, most likely because each German company took a 
serious view of the growth potential of the Japanese industry’s pro- 
duction capabilities and the adverse effects of the discriminatory import 
licensing system. 

Interestingly enough, in the course of deliberation on the consoli- 
dation of sales organisations in Japan, BASF presented a plan which 
called for an immediate and complete integration of the sales branches 
of all the German companies concerned, while Hoechst proposed an 
export quota system and Bayer suggested a partial integration as a 
compromise between the two. This conflict of plans preceded and 
anticipated a dispute at the top management level concerning the reor- 
ganisation of the community of interests, namely, a conflict between a 
merger plan proposed by Carl Bosch of BASF and a shareholding plan 
by Carl Duisberg of Bayer. Eventually, the immediate integration 
measure won its day. In December 1924, the Doitsu Senryo Gomei 
Kaisha (German Dyestuff Co.) was established at 37 Akashi-cho, Kobe, 
as the sole representative for the community of interests with the 
exception of Cassella. Established with a capital outlay of 300,000 yen, 
the office was staffed by two employees from BASF, and one each from 
Hoechst, Bayer, Agfa, and Griesheim-Elektron, with Richard Veit of 
Bayer appointed as chief manager. It was just one year after this that 
Bosch’s plan was accepted and, as a result, I.G. Farben was established 
back in Germany. 

Much the same pattern of reorganisation took place in other fields. 
For fertiliser products like nitrogenous fertiliser, H. Ahrnes & Co. 
Nachf., located in the Yaesu Building at Yaesu-cho, Kojimachi-ku, 
Tokyo, was established as the sole representative for the community of 
interests from the outset. As shown in Table 1, sales organisations for 
medicine, photographic products and titan were reorganised or newly 
established one after another. 

As a consequence of this reorganisation, a strategy of the community 
of interests in Japan was to be carried out through a set-up composed of 
three strata. Situated at the top was a council of the community of 
interests composed of the chief executives of the eight participating 
companies. This council would directly involve itself in making decisions 
on matters of crucial importance. Placed directly subordinate to this 
council was the Japan Commission (later renamed East Asian 
Commission), charged with the task of devising the community's strat- 
egy toward Japan and carrying it out with the council’s consent. 
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TABLE 1 
I.G. FARBEN’S DIRECT INVESTMENT IN JAPAN AS OF 1945 





Company Place Purpose of Capital (million Shareholding 
: establishment yen) ratio (%) 

Asahi Bemberg Kenshi 

Kabushiki Kaisha Osaka Rayon manufacturing 46.00 1.81 
Nihon Tokushu Seizo Pesticide 

Kabushiki Kaisha Tokyo manufacturing 1.00 10.00 
Bayer Yakuhin Gomei 

Kaisha Kobe Sales of medicine 0.15 100.00 
Doitsu Senryo Gomei Kobe, 

Kaisha Tokyo Sales of dyestuffs 0.30 26.23 
H. Ahrens & Co. Sales of nitrogenous 

Nachf. Tokyo fertiliser 0.20 100.00 
Agfa Gomei Kaisha Tokyo Sales of photographic 
; products 0.10 100.00 
Titan Kogyo Kabushiki 

Kaisha Tokyo Sales of titan 3.50 4.17 


Source: Finance and Accounting Section, I.G. Farben Control Office of the Office of 
Military Government for Germany (US), Survey, 1947, Hoechst-Archiv. 


Hermann Waibel of BASF was appointed as the first chief of this 
commission. At the bottom of the hierarchy were sales organisations, 
such as Doitsu Senryo, each responsible for directly handling the sales 
of a specific variety of goods in Japan. This hierarchical set-up was 
basically kept intact even after the establishment of I.G. Farben.® 

It is hardly necessary to emphasise the significant place I.G. Farben 
occupied, not simply in the German industry, but in the world chemical 
industry as a whole. Naturally, for the newborn Japanese industry, I.G. 
Farben was a formidable giant. It was capitalised at 650 million marks 
(some 300 million yen) at its establishment, whereas the Mitsui Mining 
Co., the largest Japanese mining company which was diversifying into 
chemical production, was capitalised at only 52.50 million yen, and the 
government-owned Nihon Senryo at a mere eight million yen. 

The Japanese dye industry and the government repeatedly requested 
technical co-operation and/or licensing from I.G. Farben. Although 
I.G. Farben did not openly reject these requests, it was tacitly following 
a policy of not granting such requests. One well-known example of I.G. 
Farben’s tacit refusal to grant such requests involved the transfer of 
technical know-how about the Haber—Bosch process. The patent for this 
process was confiscated by the Japanese government during the First 
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World War, and the exclusive right to use the patent was sold to Toyo 
Chisso Kumiai (Oriental Nitrogen Association) established by major 
zaibatsu groups. However, Japanese chemical firms, including those of 
the zaibatsu groups, had no knowledge of how to put this process to 
commercial use. As soon as the war was over, therefore, some compa- 
nies contacted BASF in the hopes of acquiring the necessary know-how. 
BASF, however, demanded an outrageous fee of 68 million yen, and the 
Japanese firms had to give up the idea of acquiring the technology from 
BASF. Indeed, by quoting the prohibitively high fee BASF made it 
known that it had no intention of offering licensing or technical co- 
operation. It should be kept in mind that the term ‘licensing’ here is 
used in a broad sense, because BASF’s patent was still under confisca- 
tion by the Japanese government when this episode took place.’ 

Another illustration of I.G. Farben’s lack of interest in offering 
technical co-operation is found in the reaction of the top executives of 
the community of interests to a proposal for technological co-operation 
which Fritz Haber made to them in 1924 upon his return from a trip to 
Japan. Haber possessed great prestige at BASF and the community of 
interests because of the remarkable success of the Haber—Bosch pro- 
cess, and he proposed that the community should offer technological co- 
operation to Japan in the field of inorganic chemistry as an indispens- 
able means of compromise to entice the Japanese government into 
abolishing the import licence system for German chemical products. 
However, the community council flatly rejected his proposal. Especially 
obstinate in opposing Haber’s proposal was Carl Bosch, the very person 
who had worked closely with Haber in the development of the Haber- 
Bosch process, and who was then chairman of the board of directors of 
BASF and one of the leading figures of the community. Bosch main- 
tained that, if the community started co-operating with the Japanese in 
the field of inorganic chemistry, the Japanese would then press hard for 
co-operation in the field of dye production as well. Calling attention to 
‘der fast krankhafte Ehrgeiz der Japaner (the almost morbid ambition of 
the Japanese), Bosch asserted that ‘our objective, under any circum- 
stances, ought not to be to offer any help whatsoever to the Japanese in 
their efforts to build up a profitable chemical industry, and in particular, 
a dye industry of their own, but rather to slow their progress in these 
efforts as long as possible, and moreover to reduce these efforts into a 
failure as best as we can’.® 

Moreover, when Jiro Inabata, managing director of Nihon Senryo, 
made a tour of Europe, visiting Kuhlmann (Compagnie Nationale de 
Matiéres Colorantes et Manufactures de Produits Chimiques du Nord 
réunies Etablissements Kuhlmann) and St Denis (Société Anonyme des 
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Matiéres Colorantes et Produits Chimiques de St Denis) of France, and 
Durand & Huguenin AG of Switzerland to look into the possibility of 
securing technological co-operation, his efforts were frustrated by I.G. 
Farben, which informed Inabata through Ciba (Gesellschaft für 
chemische Industrie in Basel) that no company that was a member of 
the German—Swiss—French three-party dyestuff cartel could give tech- 
nological assistance to Japan without the consent of the other 
members.’ 

It is true, however, that there were some occasions when I.G. Farben 
gave positive consideration to offering technological co-operation. For 
instance, it considered offering technological co-operation to Nihon 
Senryo in the field of rayon and aluminium production as a means of 
discouraging the latter from developing synthetic indigo. It should be 
pointed out, however, that I.G. Farben brushed the idea away as soon 
as it discovered that Nihon Senryo was not competent enough to de- 
velop synthetic indigo. !° 

I.G. Farben’s strategy can be understood in the light of the fact that it 
is usually difficult for a leading firm in the chemical industry, unlike its 
counterpart in the electrical machinery industry, to maintain its techno- 
logical supremacy over its competitors by using its patents as a leverage. 
It should also be recalled that the Japanese government had requisit- 
ioned German patents during the First World War, and that in April 
1921 the government promulgated a Revised Patent Law which made 
chemical material ineligible for patent protection. 

In some fields of chemical production, such as nitrogenous fertiliser, 
Japanese firms introduced the necessary technologies from France and 
Italy after these had been diffused from Germany during the First 
World War, while in other fields they used technologies devised by 
themselves. In the field of dyestuffs, Japanese firms were trying hard to 
develop the products for themselves by copying German products. 
Mitsui Mining’s effort to develop synthetic indigo and Nihon Senryo’s to 
develop naphthol dyestuffs were two outstanding examples. Needless to 
say, the lifting of patent protection in itself did not immediately guaran- 
tee that high-technology products could be easily developed. There are 
a wide variety of intricate details that had to be learned or discovered 
before the previously patented information could be put to practical 
application. Nevertheless, there is no denying that these developmental 
efforts posed a serious threat to I.G. Farben. 

Thus, in order for I.G. Farben to protect its technology, which 
became ineligible for patent protection, it had no choice but to deny 
licensing to Japan. Not only that, I.G. Farben even went so far as to 
dump its synthetic indigo products in the Japanese market in the hope of 
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discouraging Mitsui Mining’s effort to develop these.!! It also had 
recourse to a number of other measures, including reorganisation of its 
sales base in Japan, as mentioned already, and readjustment of its sales 
policies, to be explained shortly. In addition to these, I.G. Farben 
concluded a series of bilateral agreements with individual Japanese 
firms and with the Japanese industry as a whole as a means of securing 
its outlets. 

One such agreement signed in the field of dyestuffs was a gentlemen’s 
agreement of August 1926 on German dyestuff export to Japan between 
I.G. Farben and the Japanese dyestuff industry — known as the Saito— 
Waibel Agreement after with the representatives who signed it. The 
agreement stipulated, in essence, that in exchange for the Japanese 
government’s abolishing its current import licence on German products, 
LG. Farben would voluntarily restrict exports to Japan of those prod- 
ucts which the Japanese were capable of producing domestically. Put 
differently, the agreement implied that I.G. Farben was free from any 
import restriction on products currently not being produced in Japan, 
like indigo. The arrangement envisioned by the agreement was a kind of 
international division of labour between the chemical industries of the 
two countries. Incidentally, it was not until the agreement was con- 
cluded that the two governments signed a new Japanese-German 
Commerce and Navigation Treaty, which they had been negotiating. 
This reveals the important place dye products occupied in trading 
between the two countries. The Saito-Waibel Agreement, which came 
into effect in April 1928, was finalised far quicker than other bilateral 
agreements between the two countries. This was because the import 
licence system, introduced by the Japanese government as one of the 
measures to pursue selective protection, was restraining I.G. Farben’s 
activities. Thus, the conclusion of this agreement, which obliged the 
Japanese government to lift its current import licence system, and 
allowed German indigo and other expensive dye products free access to 
the Japanese market, was basically a welcome accomplishment for I.G. 
Farben.” 

In the field of nitrogenous fertiliser, on the other hand, the Japanese 
market still had some room to absorb imports, despite the rapid growth 
of domestic production. As shown in Figure 1, nitrogenous fertiliser 
became, by 1929, Germany’s single most important chemical exported 
to Japan, far surpassing other chemicals, including dyestuffs. Partly 
because Japan was designated by the international fertiliser cartel as a 
market for open competition, foreign companies in the late 1920s 
competed fiercely against each other for larger shares of the Japanese 
market, giving rise to a phenomenon called, ‘gaian dumping’ (gaian 
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FIGURE 1 
GERMAN CHEMICAL EXPORTS TO JAPAN, 1929-36 
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meaning foreign ammonium sulphate). It was against this backdrop that 
in December 1930 I.G. Farben, acting on behalf of the CLA (Conven- 
tion Internationale de l’ Azote), consulted with the Japanese fertiliser 
industry, and worked out a draft agreement called the Fujiwara—Bosch 
Draft Agreement which was meant to put an end to the heated price 
competition. It called upon the Japanese industry to refrain completely 
from exporting its nitrogenous fertiliser, and upon the foreign industries 
to curtail their exports to Japan in exchange for this, but it miscarried 
because of strong domestic opposition. Several months later, in April 
1931, a Tentative Agreement on Domestic and Foreign Ammonium 
Sulphate was signed, but this, too, failed to come into effect.)> It was 
only in the 1930s that agreements between the international cartel and 
the Japanese chemical industry began to materialise. 


HI 


The rapid growth of the Japanese market continued well into the 1930s. 
However, German exports to the Japanese market were seriously 
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thwarted by the collapse of the international gold standard and by the 
fragmentation of the world economy into several economic blocs. As is 
evident from Figure 1, German chemical exports to Japan in 1932 
decreased to less than half of those of 1929, with a significant drop in 
nitrogenous fertiliser export. 

There were two factors underlying this decrease in exports. One was 
the emergence of ‘strong protectionism’ in Japan, prompted by the fall 
of the yen and the rise in import tariffs. The other was the continued 
gain in the productivity attained by the Japanese chemical industry. In 
the field of dyestuffs, Japanese firms expanded their production so 
rapidly as to account for 3.2 per cent of the total world-wide sales by 
1938. In the same year, Mitsui Mining had a 20 per cent share of the 
domestic market, Nihon Senryo 60 per cent, Mitsubishi Chemical 
Industries ten per cent and others ten per cent.’ In the field of ferti- 
lisers, Japanese firms continued to invest in plants and equipment even 
during the world depression, when manufacturers abroad were foresee- 
ing a glut in the market. In pharmaceuticals, the great progress made by 
the Japanese industry and the introduction of a licence system by the 
government led to a decrease in German exports. In fact, I.G. Farben 
named Kitazato Institute as a potentially strong competitor in the field 
of serum. Thus, the chemical industry became an early cornerstone of 
industrialising Japan, the forerunner of what are now known as ‘Newly 
Industrialising Economies’ (NIEs). 

The Manchurian Incident of September 1931 marked a turning point 
for the Japanese government’s policy toward foreign capital, with the 
previous policy of welcoming foreign capital investment replaced by that 
of rejection. Foreign capital was to be either phased out or Japanised, 
and foreign firms were prevented from exercising control over the 
management of their joint ventures.'° As shown in Table 1, I.G. 
Farben’s direct investments in manufacturing firms, if not those in 
distribution firms, were seriously restricted, with the result that its 
participating ratio in Asahi Bemberg, a rayon manufacturer, remained 
no more than 1.81 per cent in 1945, and that in Nihon Tokushu Seizo, an 
insecticide manufacturer, as low as ten per cent. 

I.G. Farben’s response to this policy change was, for the time being, 
to pursue the strategy devised in the 1920s, trying to conclude bilateral 
agreements with the Japanese chemical industry. With the advance of 
Japanese products, which were capturing ever greater shares of the 
market, it was becoming increasingly difficult to keep the market open 
for free competition among members of the international cartel. On the 
other hand, however, the international cartel had grown stronger, 
making it possible for I.G. Farben to carry out negotiations with the 
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Japanese to its own advantage through collaboration with the participat- 
ing companies of the international cartel. In the field of dyestuffs, where 
the Saito-Waibel Agreement had been reached early, I.G. Farben 
concluded in the early 1930s, either on its own or on behalf of the 
international cartel, agreements with Mitsui Mining, which had devel- 
oped synthetic indigo, and with Nihon Senryo, which had developed 
naphthol dyestuffs. 

The international cartel in the field of dyestuffs had its origin in the 
German-French agreement of 1927. In 1928 it grew into a three-party 
cartel with the participation of Switzerland. February 1932 saw the 
establishment of a four-party cartel, consisting of the dyestuff industries 
of Germany, France, Switzerland and Great Britain. This cartel was 
further expanded with the conclusion of separate agreements with the 
industries of the United States, Italy, Czechoslovakia and Poland. 

In May 1935, six parties of the international cartel — consisting of I.G. 
Farben, Swiss companies, French companies, ICI (Imperial Chemical 
Industries) of Britain, Du Pont and Nacco (National Aniline & 
Chemical Co.) of the US — signed the Mitsui Indigo Agreement with 
Mitsui Mining. This agreement stipulated that Mitsui export its products 
only to China (including Manchuria, Hong Kong and Dalian) and within 
the bounds of a quota to be assigned to it. In return, the six parties 
concerned were to accept quotas for their exports to Japan. The distri- 
bution of the Japanese market including Korea and Formosa was 85 per 
cent for Mitsui and 15 per cent for the six parties. The prices in the 
Japanese and Chinese markets were also set at the same time. 

I.G. Farben also signed for itself an agreement with Nihon Senryo in 
March 1931, called the Variamine Blue Agreement. There were several 
patent disputes between I.G. Farben and. Nihon Senryo concerning 
Variamine Blue B, Naphthol AS, and their equivalents. The agreement 
was to solve these disputes and to restrain competition. Nibon Senryo 
agreed to honour the patents of I.G. Farben and not to export its 
products outside China. In exchange for this, both sides agreed to divide 
up the Japanese market between themselves, with I.G. Farben enjoying 
a 68 per cent share and Nihon Senryo 32 per cent for Variamine Blue B. 
Concurrently, it was also agreed that both sides would sell their prod- 
ucts at the same prices in the Chinese market.!” 

In addition, I.G. Farben, acting on behalf of the six parties of the 
international cartel, concluded a sales and price agreement on sulphur 
black dyes exports to China with Mitsui Bussan (Mitsui & Co.) in 1931. 
And, in October 1931, I.G. Farben alone signed the Alizarine Blue 
Agreement with Mitsui Bussan, which represented Mitsui Mining. This 
latter agreement stipulated that I.G. Farben would have a 60 per cent 
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share of the Japanese market, and Mitsui the balance.!® In February 
1934, I.G. Farben concluded the Astraphloxine Agreement, again with 
Nihon Senryo, restricting the latter’s export of the product and specify- 
ing the two parties’ shares of the Japanese market.” 

In the field of nitrogenous fertiliser, the Fujiwara—-Bosch Draft 
Agreement had failed to materialise, as noted earlier, owing to a large 
extent to the collapse of the CIA. The CIA was re-established in July 
1932. In March 1934, the CIA succeeded in concluding an Overall 
Ammonium Sulphate Agreement with the Japanese nitrogenous ferti- 
liser industry through I.G. Farben. This was followed by the signing of 
the second agreement in February 1935, and the third agreement in 
November 1935. I.G. Farben was satisfied by these three agreements 
because they imposed a quota on Japanese exports to China, and so was 
the Japanese industry because they reduced or eliminated German 
exports to Japan and China.” 

By the mid-1930s, I.G. Farben had to acknowledge that the Japanese 
market had been saturated with Japanese products. Of the two alterna- 
tives to product export which were theoretically available, namely, 
direct investment and licensing, the former was virtually out of the 
question since the Japanese government was bent on rejecting the 
inflow of foreign capital. I.G. Farben thus opted to change its strategy, 
beginning to offer Japanese firms the licences to use its know-how for 
the production of dyestuffs and nitrogenous fertiliser, and to export 
plants to the licensees. The new strategy seems to have much in com- 
mon with those which advanced countries of today adopt in their 
relations with NIEs. However, in the case of synthetic oil, the situation 
was different. I.G. Farben could not export the product to Japan, and it 
was ready from the outset to respond positively to enquiries about 
licensing arrangements for synthetic oil production. 

Concurrently with the adoption of the licensing strategy, I.G. Farben 
began to emphasise intelligence activities in Japan and East Asia. To be 
sure, German marketing subsidiaries in Japan, such as Doitsu Senryo, 
had been fairly active in collecting information,”! but they became far 
more active as the licensing issue developed. For instance, Max Iigner, 
executive chief of the Public Relations Office of I.G. Farben, made a 
tour of inspection in East Asia from 1934 to 1935, and wrote a detailed 
three-volume report entitled ‘Report of the Far Eastern Tour, 1934- 
35.7? Several other reports, including ‘The Japanese Chemical 
Industry’, were also compiled, most likely by the Research Division.” 

In the field of dyestuffs, there is a record suggesting that in 1934 or 
thereabouts, I.G. Farben concluded a licensing agreement with Nihon 
Tar Industries (later renamed Mitsubishi Chemical Industries). But the 
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agreement did not seem to bear much fruit: when an engineer from 
Mitsubishi visited I.G. Farben’s plants, I.G. Farben deeply suspected 
him of being an industrial spy.” 

In sharp contrast to this, the licensing strategy proved quite successful 
in the field of fertilisers, where the Japanese market’s vigour continued 
well into the 1930s, assuring high profit rates and enticing new entrants 
into the industry. Although the fertiliser producers had already been 
using the Casale process and the Claude process, they were eager to 
introduce I.G. Farben’s Haber—Bosch process. This zeal to introduce 
the process must have derived, at least partly, from its having been rated 
by Japanese specialists to be the best. It should be pointed out, more- 
over, that Japanese curiosity and inquisitiveness, which astonished an 
I.G. Farben engineer, must have also contributed to the introduction of 
the process. This engineer observed that ‘Japanese mentality is always 
in quest of something new, and it matters little whether the “new” thing 
is really superior to the older one or not.” 

The patent for the Haber—Bosch process had expired by then, so the 
arrangements made between I.G. Farben and Japanese fertiliser manu- 
facturers were for technological guidance, to be specific, but in a broad 
sense they might be regarded as licensing arrangements. I.G. Farben 
offered licences to a total of five companies, beginning with a licensing 
arrangement made with Taki Seihisho (Taki Fertiliser Works) in Hyogo 
Prefecture in May 1935. The four other licensees were Yahagi Industries 
(later renamed Toa Chemical Industry), Nihon Tar Industries, 
Dainippon Tokkyo Hiryo (later renamed Nitto Chemical Industry) and 
Dainippon Sugar Manufacturing.”° 

In the field of synthetic oil, I.G. Farben started to negotiate with 
Japanese companies earlier than it did in the field of nitrogenous 
fertiliser. In the early 1930s, it approached South Manchurian Railways, 
and later contacted more than a dozen companies including the 
Mitsubishi Mining Co. and Ogura Petroleum. However, no licensing 
agreement resulted from these contacts. The most important reason for 
the failure of these efforts seems to have been the stiff opposition 
mounted by the Japanese Navy, which developed its own process and 
was interested in seeing private companies put this into commercial use. 
I.G. Farben continued trying to sell its synthetic oil technology to Japan 
even after the outbreak of the Pacific War. However, it was not until 
January 1945, when the Second World War was drawing to an end, that 
I.G. Farben was able to conclude with the Japanese Army what became 
its first and last licensing contract on synthetic oil production.”” 


172 THE MAKING OF GLOBAL ENTERPRISE 


Iv 


Since I.G. Farben made little direct investment in manufacturing in 
Japan, its technological transfer to Japan was limited in scope. 
Nonetheless, its technological influence was not insignificant in the 
fertiliser industry where it licensed the Haber—Bosch process to five 
companies. 

The case of Taki Fertiliser Works, the manufacturer of superphos- 
phate fertiliser in Hyogo and the first of five companies to receive 
technological assistance from I.G. Farben, is instructive. The technolo- 
gical agreement stipulated as follows. First, I.G. Farben would provide 
all the drawings and specifications necessary for building the plant and 
equipment and all the other pertinent information necessary for putting 
these into operation; second, I.G. Farben would provide engineers and 
foremen to train the operators of Taki Fertiliser; and, third, I.G. Farben 
would assume the responsibility for placing orders for and supplying 
machinery, equipment and apparatus. In short, I.G. Farben committed 
itself to offering not only the licence for the Haber—Bosch process for 
use in the production of synthetic ammonia but also peripheral tech- 
nology as well as the know-how for ammonia sulphate production, all in 
one package. Taki Fertiliser Works at the time was trying to diversify 
from the production of calcium superphosphate, which did not require 
much technological expertise, into the technologically more sophisti- 
cated area of synthetic ammonia production, and, as such, the company 
must have been in need of securing technological co-operation in as 
comprehensive a manner as possible. 

It should be kept in mind, however, that the contents of the contract 
signed by Nihon Tar Industries, a member of the Mitsubishi zaibatsu, 
were similar to that of Taki Fertiliser, except that Nihon Tar Industries 
adopted the state-of-the-art Winkler reactor as a means of generating 
hydrogen gas. It is plausible that Nihon Tar Industries, with its avowed 
intention to become ‘an I.G. Farben of the Orient’, concluded the 
agreement on terms as comprehensive as possible with the intention of 
learning the most from I.G. Farben. It can be presumed, however, that 
the comprehensive nature of the technological transfer agreement 
should be interpreted as reflecting the wide technological gap between 
Germany and Japan rather than the intent of Nihon Tar Industries.” 

LG. Farben did send a team of its engineers, chemists and foremen to 
Japan to supervise the building and operation of the plants. Though 
only five of them (two engineers and three foremen) stayed for an 
extended period of time, the team consisted of 12 members at its peak 
(two engineers, two chemists and eight foremen). From a historical 


I.G. FARBEN IN JAPAN 173 


point of view, they were like a large number of foreign advisors who 
assisted in Japan’s modernisation in the early Meiji period. Unlike the 
famous foreign advisors of the earlier time, who were mainly govern- 
ment employees, these I.G. Farben technicians were a group of un- 
known foreign advisors dispatched at a private level to supervise the 
construction of chemical plants. 

Of all the machinery procured for the sake of implementing the 
technological licensing agreement with Taki Fertiliser Works, I.G. 
Farben’s own products consisted only of high-pressure apparatuses, 
pipelines and fittings, and measuring instruments. I.G. Farben procured 
the rest from other companies: specifically, these consisted of high- 
pressure compressors and gas circulating pumps from Borsig, water gas 
plants and conversion plants from Bamag, high-pressure centrifugal 
pumps and rotary vacuum pumps from Klein, Schanzlin & Becker, 
Cu-lye pressure pumps from Hydraulik, ammonia hydraulic pumps 
from Balke, free jet turbines from Escher Wyss, transformers for elec- 
tric heaters from Siemens-Schuckert, centrifuges from Gebr. Heine, 
saturators from Schiitze, and synchron motors from AEG. This list is a 
virtual exhibition of German machinery, with the exception of the 
products of Escher Wyss, a Swiss firm.” 

Under the supervision of the German engineers, the German-made 
machines were assembled and installed. This process by which the 
German engineers trained Japanese junior engineers into supervisors 
constituted an important aspect of technology transfer, understood in a 
sense broader than the transfer of technological know-how itself. The 
training was provided at the site of construction, and along the line of 
command and supervision which stretched down from the German chief 
engineer at the top, to the German engineers and foremen below him, 
to a group of young Japanese junior engineers. The Japanese junior 
engineers, through their daily contacts with the Germans, learned not 
only about engineering skills but also about how to supervise their own 
subordinates, the Japanese foremen and rank-and-file workers.” 

The Taki Fertiliser plant and equipment, which embodied the Haber- 
Bosch process, were later taken over by a joint venture with Sumitomo 
Chemical Industries and produced ammonium sulphate in the early 
post-war period. The imported facilities at other companies followed a 
similar fate after the war. 

There were several other instances of technology transfer. In the field 
of dyestuffs, the activities of research laboratories and their travelling 
engineers were instrumental in the transfer of German dyestuff tech- 
nology. More specifically, the 1930s saw dyestuff manufacturers’ associ- 
ations in several localities establish:syndicated plants and laboratories 
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and invest in technology improvement. These moves were a concerted 
response to I.G. Farben’s activities. 

German exports also played an important role in transferring German 
technologies to Japan. Mitsui Mining’s synthetic indigo and Nihon 
Senryo’s naphthol dyestuffs, both modelled after I.G. Farben’s prod- 
ucts, were the products.of unintended technology transfer. In the case of 
synthetic oil, the contacts that companies had with I.G. Farben in the 
process of negotiating on licensing contracts provided them with chan- 
nels for technology transfer, such as experiments with crude coal, 
written estimates, and factory tours. Moreover, the factory tours and 
the access to drawings granted to visiting Japanese scholars, government 
officials and military officers also served as an important channel for 
technology transfer. 

I.G. Farben affected the marketing practices and the distribution 
system of the Japanese chemical industry primarily through export of its 
manufactured goods, but the establishment of its sales bases also ampli- 
fied these effects. In the summer of 1927, the head of the East Asian 
Commission and Japan-Herren (personnel responsible for business in 
Japan, actually employees of Doitsu Senryo) met at I.G. Farben’s 
headquarters to discuss I.G. Farben’s overall strategy in Japan. The 
main purpose was to re-evaluate the company’s marketing policy and 
distribution system in Japan, and the discussions allow an insight into 
the influence I.G. Farben exerted on the distribution system. 

Let us first look at the re-examination of the distribution system. The 
history of the German dyestuff distribution system in Japan in the 
period from the late nineteenth century to the outbreak of the Second 
World War may be divided into three phases. The first period was from 
the early Meiji era to immediately before the outbreak of the First 
World War, the period when imports from Germany were handled by 
agents. Products manufactured by German companies were imported 
by foreign-owned or Japanese-owned sales agents, and were then sold 
to Japanese dyestuff wholesalers which were franchises of the German 
companies. The second period was from the eve of the First World War 
to its conclusion, or the period of ‘direct import’ when the sales agents 
came under direct management of the German firms. With this change, 
the route along which imported dyestuffs were distributed also changed, 
so that products manufactured by the German firms were imported by 
their respective agents or branches under their direct management, and 
were then sold to the franchised wholesalers. The first of such direct 
sales agencies was Friedrich Bayer & Co. Gomei Kaisha, established by 
Bayer in Kobe in 1911. Other German companies followed suit, reorga- 
nising their sales agencies and franchised wholesalers on a large scale. 
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The third period started in 1924, when the sales agencies under direct 
German control were consolidated into Doitsu Senryo Gomei Kaisha.** 

As mentioned above, the German dye companies which were consoli- 
dated into I.G. Farben expanded their distribution networks in Japan by 
nurturing large wholesalers into their special agents or franchises. In 
other words, they built a franchise system, drawing upon the existing 
wholesale system. In this sense, German dyestuff companies had the 
effect of accelerating the stratification of the dyestuff wholesalers, and, 
in effect, reinforced the traditional wholesale system. 

Even before the establishment of I.G. Farben, the German dyestuff 
companies had been talking about the need to reorganise the franchise 
system drastically. The most serious drawback of this system, it was 
argued, was that it was unavoidably accompanied by increased distri- 
bution costs. The minutes of the aforementioned meeting contain sev- 
eral interesting figures showing the high distribution costs in Japan. At 
the level of Doitsu Senryo, the distribution costs, inclusive of handling 
fees and warehouse charges of five per cent, amounted to as much as 
9.08 per cent of gross revenues. When clerical and other handling 
charges of 1.77 per cent due in Germany were added to this, the total 
cost percentage rose to 10.85 per cent, an exceptionally high ratio by 
international standards. At this meeting, the possibility of abolishing the 
special agent system and replacing it by a direct sales system was 
discussed. However, the meeting concluded that a drastic change of this 
sort would be extremely difficult to implement. Ironically enough, the 
existing system had grown so firmly rooted that it could not easily be 
discarded. 

Textbooks on Japanese business history usually point out that the pre- 
war market, in which a wholesale distribution system was dominant, was 
quite different from the American or European system.*? One obser- 
vation of the dyestuff market points out that in the period from the turn 
of the century to the 1920s, when non-traditional manufactured goods 
started to flow in, the market was sometimes affected more profoundly 
by European companies than by American companies. This was particu- 
larly true in already high segmented markets, such as dyestuffs, in which 
the situation was closer to that of European countries, and in their 
efforts to adapt themselves to the Japanese market, European compa- 
nies made the characteristics of that market all the more conspicuous. 
The viability of this hypothesis cannot be demonstrated here. However, 
unlike the distribution system for automobiles and electric appliances, 
which were formed under the influence of American companies, the 
dyestuffs distribution system seems to have been strongly affected by 
European companies. 
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The summer 1927 meeting also discussed marketing policy. It was 
decided, for instance, that in order to meet the various demands of 
Japanese users, company engineers, be they Japanese or German, were 
to participate in Reisetdtigkeit (tours of production centres) across the 
country. This measure was linked to the reorganisation of laboratories 
which was implemented simultaneously. One objective of sending spe- 
cialists on these tours was to investigate firsthand the competitive situ- 
ation, but another, more important, objective was to help customers 
solve their problems by providing advice on dyeing and printing techno- 
logies. Through these activities, the specialists were expected to help 
promote the sales of new and expensive dyestuffs like naphthol, indigo 
paste, and indanthren. 

In order to accommodate its marketing practice to swift changes in 
customer tastes, a peculiar trait of the Japanese market, the meeting 
decided that special Musterkarten (brochures of samples) specifically 
targeted to the market should be prepared. Unlike the existing, volumi- 
nous and comprehensive brochures, these compact brochures were 
designed to cater for the needs of selected strata of customers, could be 
produced at lower costs, and could prove more effective. It would also 
make sense to leave out some of the dyestuffs which were not being 
imported to begin with. The meeting also decided that samples be 
explained in Japanese, and that the brochures be produced in Japan. 

This line of thinking on the marketing policy was based on the 
understanding, gained through experience, of the nature of the 
Japanese market. The minutes of the meeting stated that ‘only through 
a ceaseless and thoroughgoing study of the Japanese market, the one 
which is exposed to violent changes in fashions and tastes, can we hope 
to fully open up the prospects for expensive dyestuffs with new uses to 
be accepted there’. It was also pointed out that 


considering the particular situation of Japan, it is urgently necess- 
ary to see to it that information on our new products, sample 
brochures and handling methods be disseminated among cus- 
tomers promptly, and that the introduction of new products, as 
long as they can attract interest in the Japanese market, be ex- 
ecuted and monitored carefully. 


Another improvement in marketing practice was to cut down inven- 
tories. Previously, inventories had tended to pile up, partly because of 
the frequent changes in the dyeing and printing methods brought about 
by sudden changes in trends, and partly because of the need to prepare 
for the possibility of a sudden imposition of import bans. The meeting 
concluded on the one hand that while it was definitely impossible to 
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abide by the company’s policy of maintaining inventories of six-month 
supplies the inventories should not be allowed to exceed an eight-month 
supply. At the same time, the meeting deliberated on the means of 
reducing inventories and found it essential that products of low-to- 
medium price range, which were being supplied in increasing volumes 
by Japanese manufacturers, should be sold in the Chinese or other 
markets nearby, or shipped back to Germany, or even disposed of. The 
meeting agreed, furthermore, that new additions to inventories should 
be prevented by all appropriate means, for instance by keeping closer 
watch on the market and accurately forecasting the demand in the 
coming season. Here again, how to cope with the rapidity of fashion 
changes was the most crucial issue. 

The meeting also re-examined the marketability of each product in 
detail. For instance, there was deliberation on sulphuric dye, a black 
dye much in demand for its use in school uniforms. The attempt to 
introduce powdery indanthren black BB as a substitute for sulphur 
black dye had turned out to be unviable because of the proposed 
product’s lack of price competitiveness. Indian carbon was a better 
choice. But the existing CL variety of Indian carbon left something to be 
desired in terms of its colour shades, and the SN variety was not pure 
enough. A mixture of Indian carbon composed primarily of the CL 
variety but with improved colour shades was desirable. This combi- 
nation, argued the meeting, would yield a reasonably priced dyestuff. 
The headquarters of I.G. Farben should send a telegram to Doitsu 
Senryo informing it of this decision, and instructing it to develop this 
new Indian carbon. With this substitute for sulphur black, I.G. Farben 
would be able to expand its sales and regain much of the share it had lost 
in the sulphur black market. 

On the whole, this re-examination was geared not so much to apply- 
ing I.G. Farben’s marketing policy directly to the Japanese market as to 
re-adapting it to the Japanese realities. Nevertheless, the revised policy 
was quite different from those being followed by its Japanese competi- 
tors. As such, the new policy must have exerted some influence on the 
Japanese industry, and have been copied by it gradually, although this 
remains to be confirmed by evidence. At any rate, there is no denying 
that I.G. Farben’s approach was radically different from those of 
Japanese firms. To take Nihon Senryo, for instance, it was not until 
after Katsutaro Inabata became president in 1926, when the company 
began to divest itself of its earlier characteristic as a semi-government 
corporation and become a more genuinely private entity, that the 
company launched a campaign to advertise its products to plants and 
laboratories, resuming distribution of its samples and brochures.** 
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It was the German dyestuff industry that had introduced innovative 
marketing policies to the Japanese market in the pre-WWI days. Take, 
for instance, an observation of the policy for marketing indigo products 
adopted by H. Ahrnes & Co. Nachf., BASF’s sales agent in Japan, as 
excerpted from a document compiled by an association of dealers in 
painting and dyeing materials in Osaka. This observation is revealing of 
how active and aggressive German dyestuff manufacturers were in their 
approach to the Japanese market. BASF’s agent made 


very strenuous efforts to promote BASF products. Not only did it 
prepare a very detailed brochure and distribute it widely, it also 
sent specialists all over the country to visit indigo dye works, 
literally door to door, instruct the owners of the works on the use 
of the products, and explain details of their advantages and disad- 
vantages in comparison with natural indigo. 


It was also the German industry that introduced the practice of cash 
transactions, as attested to by the same document. 


Under the traditional practice of indigo transaction in Japan, 
which was based on consignment, customers used to settle their 
bills only after three to six months following delivery, by which 
time they would have mostly used up the dyestuffs. We found this 
practice undesirable, and so, when we began to deal in synthetic 
indigo, we decided to follow the advice of German trading houses 
and to stick fast to cash transactions from the beginning despite all 
the difficulties.” 


The meeting of 1927 did not simply re-examine the company’s mar- 
keting policy and distribution system in Japan, but also considered 
reducing its staff of local employees. According to the minutes of the 
meeting, the main objective was to discharge older Japanese employees 
who were ‘not competent enough’ but were ‘becoming an increasingly 
heavier financial burden for Doitsu Senryo’, and thereby to ‘rejuvenate’ 
the local staff as a whole. On the surface, this personnel rejuvenation 
scheme appears to have been dictated by the management’s concern for 
cost curtailment. 

Much the same concern seems to have underlain the discussion on the 
method for paying severance allowances to the employees to be dis- 
charged. At the time the payment of lump sum retirement allowances 
for white-collar workers was beginning to take root in Japan, and in fact 
Doitsu Senryo was advised by outsiders to pay the retirement allow- 
ances as a lump sum. The management of the company, however, was 
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reluctant to follow this advice, and tried to negotiate payment by a long- 
term instalment or retirement pension plan. 

When looked at from a different angle, the two episodes above may 
be interpreted as manifesting I.G. Farben’s willingness to introduce the 
German practice, that is, the corporate pension system, to Japan. 
Unfortunately, little is known about how the personnel rejuvenation 
scheme was actually carried out and how the retirement allowances 
were actually paid. Even if these were known, their effects on the 
Japanese personnel management practice must have been negligible. 
Nevertheless, the fact that these possibilities were actually discussed at a 
time when the retirement allowances for white-collar workers were not 
firmly established in Japan deserves special attention.*© 


Vv 


The First World War gave rise to a modern chemical industry in Japan. 
In the post-war period, the government adopted a policy of selective, or 
limited, protectionism to nurture this infant industry. Given the growing 
importance of the Japanese market, I.G. Farben first re-established its 
sales outlets in Japan and then undertook their reorganisation, which 
resulted in the establishment in 1924 of Doitsu Senryo as the sole agent 
of the German dyestuff industry in Japan. During the 1920s, I.G. 
Farben refused to agree to Japanese companies’ requests for licensing 
arrangements, and its strategy toward Japan was basically formed 
around product export. In pursuing this strategy, I.G. Farben tried to 
conclude several bilateral agreements. The only agreement concluded 
during the decade was the Saito-Waibel Agreement on dyes, which 
enabled I.G. Farben to gain a foothold in the Japanese market in 
exchange for voluntary restrictions on exports. 

In the 1930s, ‘strong protectionism’ emerged in Japan, making the 
market less accessible to I.G. Farben’s exports. Meanwhile, the 
strengthening of the international cartel enabled the company to con- 
clude several agreements with Japanese companies on market share and 
prices, either on its own or as a member of the international cartel. The 
agreement with Mitsui Mining on indigo and the Agreement on 
Domestic and Foreign Ammonium Sulphate were two examples. In the 
late 1930s, when the prospects for further expansion of its product 
export to Japan were foreclosed, I.G. Farben eventually changed its 
Japanese strategy to one oriented towards licensing. It made at least one 
licensing agreement in dyestuffs and five licensing agreements in syn- 
thetic ammonia and nitrogenous fertilisers. 

Through its technology and management transfer during the 1920s 
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and 1930s, I.G. Farben exerted significant influence on the production 
technology, marketing policy, and distribution system of the Japanese 
chemical industry. Much technology was transferred to Japan in the 
course of implementing agreements in the field of nitrogenous fertiliser, 
through the dispatch of I.G. Farben’s engineers and foremen to Japan, 
and through I.G. Farben’s procurement of plants and equipment from 
Germany. It is also worth noting that these employees of I.G. Farben 
played an important role in training Japanese junior engineers not only 
in engineering but also in supervisory skills. In marketing practices, too, 
I.G. Farben introduced several innovations, such as sales activities by 
travelling engineers and improvements in sample brochures, which 
sought to cope effectively with the rapidly changing fashion trends in 
Japan and with specific requirements of users. As for the distribution 
system, I.G. Farben nurtured large Japanese wholesale dealers as its 
special agents, and consequently reinforced the traditional wholesale 
distribution system. 
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Since 1979 the Ford Motor Co. has fundamentally reoriented its global 
strategy, restructured its management processes and attempted radically 
to revise its labour relations. From 1945 to the late 1970s Ford’s man- 
agement structure and culture stressed continuity, caution and control. 
Since 1979, however, Ford has concluded that the organisational 
sources of its post-1945 profitability had become serious impediments to 
building durable competitive advantage. The process of change has 
differed significantly in Ford’s European operations from that of the 
American parent company. In part, this reflects the corporation’s con- 
trasting competitive position in these markets: American vulnerability 
between 1979 and 1982 coincided with a surge in European competitive 
advantage and profitability. Equally, however, the contrasting experi- 
ence of the post-1979 change process reflects the limits of Detroit’s 
direct contro] over Ford of Europe. Within Ford of Europe we focus 
primarily on the experience of the British company, Ford UK. This 
essay considers the radical changes of the 1980s against the background 
of Ford’s developing strategy, structure and management processes 
since 1945. The second section reviews Ford’s employee involvement 
programmes in America and the European company’s first serious 
appraisal of Japanese production methods. This is followed by an 
examination of changes in Ford’s product development process; the 
functional area in which the European company has achieved the most 
significant break with Fordism. 


I 


The essential elements of Fordism as the definitive form of mass pro- 
duction — direct control of the labour process and elaborate managerial 
hierarchies policed by financial specialists — were established at different 
moments in the development of the Ford Motor Co. If the de-skilling 
logic of scientific management was embedded in the pre-1914 assembly 
lines of the Model T, then Fordism’s characteristic managerial organisa- 
tion was a post-1945 phenomenon.’ General Motors’ dominance of the 
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American auto market in the 1930s was paralleled by Ford’s failure to 
develop a multidivisional structure, the classic institutional structure of 
modern big business.” In 1945 Henry Ford’s grandson Henry II became 
Chairman of a company on the verge of collapse, both financially and in 
terms of domestic market share. Henry Ford II immediately remodelled 
the company on Sloan’s General Motors.” The philosophical touchstone 
of Ford’s reorganisation was Peter Drucker’s classic 1946 account of 
General Motors, Concept of the Corporation.* For Drucker, Alfred 
Sloan had perfected the multidivisional structure to such an extent that 
it constituted ‘a basic and universally valid concept of social order’.> The 
Sloan structure addressed ‘the fundamental problem’ of the mass pro- 
duction enterprise — ‘the managing of managers’.° Indeed, so central 
was the General Motors model that it assumed an iconic significance for 
Henry Ford II who kept a General Motors organisational chart on his 
office wall for over 40 years.’ 

But if General Motors’ organisational chart was the regulative ideal of 
Ford’s post-war management then finance specialists rapidly emerged as 
the midwives of Fordism. Under Robert McNamara, finance became 
the cornerstone of corporate power in Ford, overwhelming manufactur- 
ing and product development.® Every decision had to be justified in 
financial terms, an unbending principle which generated constant ten- 
sion between finance and operational functions. The tight financial 
monitoring of all management decisions was singled out with pride by 
the company’s own publication celebrating the first decade of Ford of 

- Europe. 


One of the many stringent tests which all Ford cars have to pass is 
to sustain a crash at 30mph into a concrete barrier with less than 
five inches of steering column penetration. This means that the 
steering column must not move more than five inches towards a 
driver. In management terms in Ford, the nearest thing to that 
concrete barrier is probably the finance staff — and many projects 
are fated to crumple entirely on impact. 


As this revealing metaphor suggests, finance became both an ubiquitous 
and unyielding obstacle for every initiative in Ford. Reflecting on his 
personal experience over the last two decades a senior product planner 
explained: 


Finance is all about total attention to detail and total overkill. 
They’re empowered to ask dumb questions and to inhibit things. I 
don’t think it’s a lack of confidence in the quality of management, 
just an obsession with control. 


186 THE MAKING OF GLOBAL ENTERPRISE 


The central management skills in this regime were enforcing procedures 
and quantifying social relationships wherever possible. As the logic of 
this quantitative discourse was elaborated over three decades it envel- 
oped ever more routine management tasks. Ford pushed rational pro- 
cesses to their irrational conclusion: an ‘iron cage’ of bureaucracy which 
systematically squeezed out discomforting information and radical in- 
itiatives. The accumulating dysfunctionalities of a planning process 
designed to police managerial decision-making and individual perform- 
ance inhibited innovation. In 1988 one European product planner 
explained that during the 1970s, even senior Ford managers had very 
little discretion but were reduced to being ‘administrators of pseudo- 
information flows’, manipulating internal reporting systems rather than 
confronting external competitive realities. 

Ford’s reputation for analytical rigour was matched only by the 
intensely political nature of the organisation. The boardroom infighting 
of the Ford family was symptomatic of the organisation as a whole.’° As 
we have argued elsewhere, the formal planning process became the 
arena for personal and functional struggles of Byzantine complexity, 
spanning entire careers and waged with unrelenting ferocity.!! Political 
acumen was an essential prerequisite for the aspiring Ford manager. A 
finance specialist who worked in both Ford of Europe and the American 
parent company during the 1970s explained: 


One group of Directors or Vice Presidents wouldn’t attend a 
meeting where certain individuals were present. Those kind of 
feudal politics were a fact of life in Ford. Self-preservation meant 
that you had to develop as wide a knowledge of the personal and 
functional animosities as any technical skill. To succeed — to 
survive — you had to develop antennae very quickly indeed. 


Ford’s functional ‘chimney’ structure and the politicised nature of cor- 
porate culture combined to limit lateral information flows and inter- 
disciplinary decision-making. The result of Ford’s intense specialisation 
of managerial knowledge was a collective trained incompetence: an 
inherently reactive organisation which systematically eliminated its ca- 
pacity for radical innovation in product or process.” 


H 


Before 1945, Ford’s extensive overseas operations were treated as a 
portfolio of independent businesses by Detroit.” After 1945 the loose 
control Ford US exercised over its foreign subsidiaries stood in stark 
contrast to the tightly controlled regime being constructed by 
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McNamara in Detroit. Henry Ford II examined the corporation’s over- 
seas holdings within two years of assuming the chairmanship. Over the 
following decade a series of divestments saw Ford withdraw from 
France and Spain while it extended its British and German manufactur- 
ing operations." Between 1949 and 1961 Ford US reacquired ownership 
of all its European interests, including the purchase of the share capital 
of Ford of Britain. The legal foundations of an integrated European 
company had been laid. 

Ford and IBM pioneered the development of the multinational as a 
planned global organisation in which national subsidiaries were allo- 
cated specific roles within the corporation’s regional and world-wide 
strategies. The formation of Ford of Europe in 1967 was the first step in 
the creation of an integrated network of complementary plants stretch- 
ing across the continent. In contrast, General Motors relied on co- 
operation between its German and British subsidiary companies, Opel 
and Vauxhall, which pursued independent strategic agendas.!° But in 
1967 Ford of Europe was itself a loose confederation of national manu- 
facturing companies in Britain and Germany and sales companies 
throughout the continent. Over the next decade Ford of Europe became 
an increasingly integrated regional division of the global corporation: 
the continent rather than the nation state became the geographic unit of 
strategic management and production. In theory, Ford of Europe re- 
mains simply an organisation co-ordinating the activities of independent 
national companies, In practice, however, Ford of Europe rather than 
the national companies had become the locus of all strategic decision- 
making and financial planning by the early 1970s. Increasingly, through 
the 1970s, despite their full range of executives and directors, national 
companies such as Ford UK and Ford Werke have existed primarily to 
satisfy particular legal requirements and act as the public face of Ford of 
Europe. All functional managements report directly to the appropriate 
Ford of Europe vice-president regardless of their national location. The 
essence of Ford of Europe’s control system has remained constant: the 
separation of activities into cost and revenue centres. Ford’s manage- 
ment information system consolidates cost, revenue and profit only at 
the European level. ‘Ford UK’, one European executive explained, ‘is a 
legal fiction’. 

The confused, fragmented structure of Ford’s European businesses 
before 1967 was most clearly expressed by the lack of integration 
between the design and production facilities in the British and German 
national companies. Not only was product planning and development 
carried out independently in Ford’s two main European companies it 
was a highly informal process compared to the rigorous planning being 


188 THE MAKING OF GLOBAL ENTERPRISE 


perfected in Detroit.” The economic pressure for integration steadily 


increased after the foundation of the European Community in 1957. 
The Treaty of Rome signalled the end of tariff barriers which had sealed 
the continent’s core automotive markets, isolating the British market 
which remained sheltered behind a 28 per cent tariff wall. Britain’s 
exclusion from the Common Market until 1973 undoubtedly disadvan- 
taged Ford UK compared to Ford Werke in investment terms. British 
tariffs penalised intra-company trading while the German company 
became the focus of investment designed to satisfy growing demand in 
the Common Market as a whole.!® Between 1960 and 1968, Ford 
Werke’s net fixed assets increased by 405 per cent, compared to Ford 
UK’s 147 per cent.!? By 1973 Ford Werke had emerged as the lead 
national company in Ford of Europe in design and production while 
Ford UK’s influence rested on its profitable position in the British 
market.” 

From its foundation, the executive management of Ford of Europe 
has been based on long-serving European operational managers and 
short-stay Detroit postings. Unlike GM whose overseas operations were 
a corporate backwater with little contact with Detroit headquarters until 
the early 1980s, in Ford international service was a vital rite of passage 
in a successful corporate career from the mid-1950s. All the principal 
players in Ford America’s turnaround in the 1980s — Philip Caldwell, 
Don Petersen and Harold ‘Red’ Poling — had served in, or had corporate 
responsibility for, Ford of Europe. An international posting was the one 
way to gain executive experience while remaining insulated from the 
vicious politicking which racked Ford US during the reign of Henry 
Ford II. The one functional area in Ford of Europe in which Americans 
have rarely served is manufacturing, which was dominated by a power- 
ful British manager — Bill Hayden — from 1973 to 1990. Hayden was a 
constant feature in the extremely fluid executive team of Ford of 
Europe. Hayden was a member of the first generation of Ford of 
Europe managers which was acutely aware that their trans-national 
responsibilities took priority over their loyalty to any national company. 
Hayden exemplified all the strengths and weaknesses of traditional 
Fordism: analytical, ruthless and a committed company man, Hayden 
was the archetypal ‘Dagenham Yank’. Despite the nominal power of 
American expatriates in Ford of Europe, the regional company’s profi- 
tability and long superiority over GM in Europe effectively dissuaded 
these ‘executive tourists’ from straying from their passive stewardship 
role during their two or three year international sojourns. From 1967, 
manufacturing management were critical players in the pursuit of an 
integrated European production system to maximise scale economies.”! 
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Hayden’s permanence and personal commitment to manufacturing on a 
European rather than a national scale gave him enormous influence in 
Detroit.” Ironically, Hayden’s reputation as a bluff traditional Ford 
manager was to make him a critical, if always ambivalent, figure in the 
diffusion of the radical changes which have swept through the American 
and European companies since 1979. 

From its inception Ford of Europe has been by far the largest of the 
corporation’s four regional companies: Europe, Asia Pacific, Latin 
America, and the Middle-East and Africa. The relationship between 
Detroit and the regional companies has been principally financial rather 
than on a strict command and control basis.” Detroit prefers to set 
financial and market targets for the European company rather than 
detailed operational parameters. Through the 1980s Ford of Europe has 
been expected to generate 25 per cent of corporate earnings, achieve a 
12 per cent market share in Europe as a whole and compete in every 
major market segment. By 1973 Ford had established a series of 
European management committees to monitor every important activity: 
these remain in place today. The cornerstone of this committee struc- 
ture is the Executive Committee which is convened by the Chairman of 
Ford of Europe and considers strategic, financial, technical and political 
issues. Beneath this lead committee a series of operating policy com- 
mittees, chaired by European functional vice-presidents, monitor bud- 
get performance, product planning, and sales and pricing strategy. The 
essential parameters of business policy are established, therefore, by 
Ford of Europe, not its constituent national companies. Within this 
committee structure, finance staff exercise a decisive influence, a hege- 
mony which can be challenged only in exceptional circumstances and 
overuled only by a Chairman backed by the full weight of Detroit. 

Contemporary business planning in Ford of Europe is a highly forma- 
lised budgeting, financial and analytical process. The cornerstone of the 
Ford planning process is a series of interlocking financial plans for each 
national company for periods of between one and five years. The 
development of each strategic plan is an almost continuous process with 
final approval of one budget in November of each year followed in 
January by the first stage of the next cycle. Overall responsibility for co- 
ordinating the planning process lies with the finance function which also 
controls sales and manufacturing projections. It is finance, not manufac- 
turing, which reacts to changing market circumstances and also adjusts 
production schedules to currency fluctuations. Beneath this strategic 
role, finance exercises a pervasive influence over all managerial de- 
cisions which must quantify their expected return and probable impact 
on budget plans. Although the highly interdependent nature of car 
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production makes it impractical for managers to assume profit responsi- 
bility, individual managerial performance is rigorously scrutinised. All 
profit variables are categorised into factors which can and cannot be 
controlled by management and allocated to particular managers: ‘Every 
Ford manager’s ego has been bruised by a run-in with Finance’.”4 

Ford played a vital role in pushing forward the pace of integration and 
rationalisation in the European car industry. In the decade after 1965 
the rate of intra~company trade in cars expanded four times faster than 
car production.” Similarly, intra-firm trading across Europe accelerated 
during the 1970s as Ford created an international production system. 
Between 1974 and 1984 intrafirm imports to Ford UK rose from 1.4 per 
cent to 24.1 per cent by value, before stabilising at over 40 per cent in 
the mid-1980s.*° The gradual, if always problematic, development of a 
common product range across Europe — Capri, Fiesta and Escort — 
consolidated the predominance of Ford of Europe over national compa- 
nies. Within a decade of its formation, Ford of Europe’s integrated 
command structure had become a formidable competitive asset. By 
1976 internal Ford estimates were that its pursuit of scale economies 
through plant specialisation was reaping a 10-15 per cent efficiency 
advantage above the unintegrated General Motors in Europe. Before 
1980 Ford was content to use its German company as the efficiency 
benchmark for the European car industry. During the last decade Ford 
strategists have used Japanese car makers as global paragons in pro- 
ductive efficiency and product quality. 


III 


For over 50 years ‘Fordism’ has been the regulative ideal of Western 
management. ‘Fordism’ refers to an organisational form in which elab- 
orate management hierarchies systematically strip away worker auton- 
omy and knowledge in highly integrated divisions of labour. Both 
labour and machinery in the Fordist factory perform finely defined 
tasks. Fordism’s relentless search for maximum productivity through de- 
skilling is premised on the existence of stable and predictable mass 
markets for standardised commodities. The conservative symbiosis be- 
tween market and production at the heart of Fordism has been destabi- 
lised by the fragmentation of demand and the arrival of competitors 
setting radically new performance standards in product and process. 
Faced with this new industrial competition Ford has been attempting to 
manage the transition from mass production to ‘mass customisation’. In 
mass customisation strategies the capacity to produce a range of differ- 
ent products at the lowest possible aggregate cost is more important 
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than reducing the cost of any single product to the technically attainable 
minimum. For Ford’s corporate management, the shift to a work regime 
characterised by increasingly flexible technologies and adaptable work- 
forces demands a qualitatively new role for management: from planning 
and controlling to enabling and mobilising. For Ford this shift in pro- 
duction organisation defined the strategic importance of human re- 
source management (HRM): to overcome the endemic low trust labour 
relations of Fordism and cultivate the consensual culture required by 
mass customisation.” 

In their seminal study of the global auto industry, Womack, Jones and 
Roos (1990) single out Ford US as a leading Western practitioner of the 
‘lean production’ system pioneered by Japanese companies.” The dif- 
fusion of ‘lean production’ from Ford US to the European company has, 
they suggest, remained incomplete. This section explores the contrast- 
ing experience of the American and European companies. Lean pro- 
duction is a highly integrated manufacturing process spanning not just 
all levels of the corporation but also its supplier network in pursuit of 
rapid response to changing consumer demand. The efficiency advantage 
of lean production over mass production is paralleled by equally dra- 
matic improvements in product innovation and quality. It is this novel 
combination of simultaneous gains in efficiency, innovation and quality 
which has exposed the weakness of Western manufacturers’ reliance on 
strategies which define scale economies and product variability, cost and 
differentiation, as irreconcilable alternatives. 

The key to Ford US’ corporate renewal was the cathartic experience 
of a crisis which threatened the company’s very existence. Between 1980 
and 1982, Ford US experienced a confluence of overlapping crises — 
financial, imploding market share, and an archaic product range — which 
combined to undermine the validity of Ford’s previously unquestioned 
planning systems. Even the worst-case scenarios built into Ford’s finan- 
cial forecasts understated the collapse of the company’s cash position.” 
This was a creative crisis in a double sense. First, these crises could not 
be resolved sequentially, slowly nor solely by added financial stringency 
and an intensification of Ford’s traditional control systems.” Second, 
1980-82 saw a crisis of Ford’s corporate imagination, an executive team 
stripped of the historical certainties of Fordist management, of in- 
cremental strategic changes accompanied by marginal adjustments to 
organisational structure. Indeed, one participant in these fraught board- 
room discussions described the ‘desperate panic’ which threatened to 
immobilise the Detroit board during the initial phase of the crisis. For 
Ford’s Detroit management, survival in the emerging global market- 
place in which the rules of competition were being radically rewritten 
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entailed challenging the assumption that the prime management imper- 
ative was to maximise control over the workforce. Importantly, how- 
ever, during the financial crisis and the first stages of strategic change 
there was no concerted effort by Detroit management to formulate a 
vision of a reconstituted, revitalised Ford Motor Co. Rather, as Richard 
Pascale (1990) demonstrates, the starting point for change at all levels in 
Ford US was essentially negative: a rejection of the strategy, structure 
and management processes which had been refined since 1945. In effect, 
the Detroit board attempted to replicate its experience of creative crisis 
in every Ford plant in America. During this phase of corporate renewal, 
the central task of Detroit executives was to mobilise change, maintain 
momentum and direction, rather than to articulate what the defining 
features of the emerging corporation should be. Donald Petersen, then 
President of Ford US, was a pivotal figure in this process, championing 
the new emphasis on employee involvement and product design in 
Ford’s American plants.?! 

Ford US was largely untouched by the quality of working life (QWL) 
programmes developed by General Motors in the early 1970s. The 
deep recession which hit the American auto industry in 1979 coincided 
with the emergence of union and corporate executives within Ford 
committed to the rapid expansion of co-operative management-union 
programmes. During the 1970s, QWL initiatives were restricted to non- 
contractual issues, including work organisation and workloads. From 
1979, however, the distance between co-operative programmes and 
collective bargaining has slowly been reduced as efficiency and quality 
have become issues for informal negotiations. A watershed in this 
process was the launch of employee involvement (EI) in 1979 as a joint 
initiative between Ford US and the United Auto Workers (UAW) with 
agreed goals of improving work experience, increasing efficiency and 
quality and reducing absenteeism.” UAW endorsement of EI legi- 
timised the programme which rapidly blossomed into thousands of 
small-scale projects. As EI expanded it highlighted the excesses of 
Ford’s control system and, in turn, stimulated demands from line man- 
agement for similar involvement in joint programmes. The outcome — 
participative management (PM) — consolidated what Pascale (1990) 
describes as ‘a set of tributary actions ... flow(ing) into a river of 
change’. Pascale’s imagery captures the uncontrolled, organic nature of 
the EI process which contrasts sharply with the mechanical, structural 
orientation of classical Fordist management.” 

Ford’s first attempt to reflect on the experience of change was embo- 
died in the 1984 ‘Statement of Mission, Values, and Guiding Principles’ 
(MVGP). People, products and profits are described as its basic values — 
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a linguistic ordering conveying a significant change in strategic priori- 
ties. MVGP forms a code of conduct that encapsulates policy towards 
employees, customers, dealers and suppliers. These guiding principles 
include commitment to the following: quality in all aspects of the 
business, customers, continuous improvement, EI and teamwork at all 
levels, specified levels of competitiveness and return on assets. MVGP 
combines Ford’s traditional emphasis on low cost with the new stress on 
product differentiation through quality and design. 

Between 1979 and 1982, the pressure on Ford of Europe to emulate 
the experience of its American parent was minimised by the vital 
contribution of European profit and revenue flows to sustaining corpor- 
ate liquidity. Beyond fiscal pragmatism, however, lay deeper organisa- 
tional differences between the American and European organisations. 
No European executive played a transformational role comparable to 
Donald Petersen in Ford US. Above all, Ford of Europe experienced no 
creative crisis similar to Ford US. Embedded assumptions about the 
nature of competition, the prioritisation of efficiency over innovation 
remained largely unquestioned. In Europe the main symbol of changed 
corporate thinking was the ‘After Japan’ (AJ) campaign which began in 
late 1979. AJ began as an innocuous study trip by Bill Hayden, then 
Vice-President of Manufacturing in Europe. Before Hayden’s visit 
Japanese success in the West was largely attributed to a pricing advan- 
tage sustained by government support rather than manufacturing super- 
iority. Ford of Europe’s efficiency comparators were other European 
manufacturers and Ford’s own national companies. Ford Werke was 
consistently the most efficient manufacturer in Europe, while Ford UK 
was the most efficient in its domestic market. Hayden, mesmerised by 
Japanese efficiency, concluded that to focus on narrowing the producti- 
vity gap between Ford’s UK and German operations was now far too 
restrictive, but if AJ represented a major reorientation in terms of Ford 
of Europe’s competitive benchmarking then it also contained contradic- 
tory elements. Unlike their American counterparts, Ford of Europe 
executives returned from study trips impressed not so much by the social 
relations of lean production but by the discipline and sheer intensity of 
labour in Japanese factories.” 

The major HRM element of AJ was the attempt to introduce quality 
circles in 1980-81, a period in which Ford UK also attempted unsuccess- 
fully to impose a draconian new disciplinary code on the shopfloor.*° 
The mixed messages from Ford UK betrayed a deep uncertainty about 
the nature of changing labour relations. Unlike the legitimising con- 
cordat struck. between the corporation and the UAW in America, 
Ford UK’s management made no effort to win the support of union 
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executives in forming quality circles — nor did they see the need to. As 
one bemused executive put it: ‘Quality is like Motherhood, how could 
anyone be against it?” Not surprisingly, given decades of adversarial 
industrial relations, what Ford UK management regarded as a seminal 
trust-building exercise was received with deep suspicion by the unions 
who regarded quality circles as a covert manoeuvre to undermine 
established bargaining procedures. Initially regarded as the first step in 
the rapid ‘Japanisation’ of production organisation, Ford UK was forced 
to reconsider its strategy and timetable for implementing change. Inside 
Ford of Europe’s manufacturing function, human resource management 
(HRM) advisers drew on the American experience and successfully 
argued that radical change could not be introduced at the shop-floor 
level without first securing an enabling agreement from national union 
leaders. 

Ford UK’s ‘Japanisation’ initiatives were rejected by the British 
manufacturing unions and only temporarily ratified by the salaried 
unions. Despite Ford UK’s limited success in introducing HRM initia- 
tives on to the shop-fioor, significant reforms were achieved though 
conventional collective bargaining. In particular, critical aspects of 
Ford’s HRM agenda were endorsed by the manual unions, such as 
the elimination of archaic demarcation lines, the creation of broader 
job roles and the acquisition of new skills in search of a more versa- 
tile and flexible workforce. Manufacturing executives conceptualise 
this process as a challenge to the corporation’s embedded assump- 
tions about work organisation. In particular, Ford managers regard 
the negotiated reduction of 500 production job titles to 50 as a frontal 
assault on the de-skilling logic of Fordism. Production operators’ 
roles were expanded so that tasks vary according to operational 
requirements while line workers accepted responsibility for indirect 
work such as minor maintenance. Such initiatives were intended to 
enhance manpower flexibility, increase the intensity of capital usage, 
and ensure greater continuity of production. Ford UK’s 1985 contract 
negotiations included the novel departure of increasing wage rates for 
the acquisition of supplementary skills rather than greater output.” 
Workforce resistance to the imposition of new work practices was 
central to the national Ford strike of 1988, the first for a decade. The 
resulting settlement tempered the 1985 enabling agreement ratified by 
national union officials by adding that reforms of work practices also 
had to be endorsed through local negotiations.” Both the 1985 and 
1988 Agreements contain significant elements of change and conti- 
nuity in Ford’s approach to industrial relations. If the 1980s marked a 
pause in the long-term de-skilling of work, then Ford management 
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continued to insist on the centrality of managerial prerogative in reshap- 
ing work organisation. 

Two processes formed the backdrop to the 1985 Agreement. The first 
was the closure of the Dagenham foundry, which ended fully integrated 
production in Ford UK’s heartland. The second was heavy investment 
in flexible robotisation and the beginnings of the gradual transition from 
separate lines for each model to a one-line system for mixed model 
production between 1979 and 1981.“ The first stage of this massive 
investment programme coincided with the collapse of the American 
company’s finances, a period in which British profits provided a vital 
fiscal breathing space for the embattled corporation. In this context, 
Ford’s corporate strategists concluded that it was imperative that the 
British company avoid any damaging dispute which could jeopardise 
revenue flows during a period of world-wide financial vulnerability. At 
this vital moment, Ford’s ambiguous interpretation of Japanese lean 
production became vitally important: Ford UK manufacturing execu- 
tives unilaterally introduced a draconian new disciplinary code in 
November 1980 which threatened to destabilise industrial relations.*! 
The resulting running battles with the Halewood workforce were vital in 
convincing hard-line Ford UK manufacturing executives of the futility 
of trying to bludgeon through change.** The tension between Ford’s 
global agenda and British manufacturing management’s explosive 
attempt to strengthen direct control on the shop-floor is indicative of the 
relatively weak- operational chain of command between Detroit and the 
European company. 

The initial phase of robotisation at Dagenham revealed much about 
Ford UK’s schizophrenic policies toward labour relations. In 1981-82 
Ford introduced specimen robots to prepare for the transition from 
Cortina to Sierra production. But although Ford was careful to fami- 
liarise the Dagenham workforce with the new technology there were 
no substantive negotiations with shop stewards about restructuring 
work organisation. By imposing job design unilaterally, management 
failed to capitalise on the considerable goodwill the workforce dis- 
played towards the new technology. The construction of the new 
robotised production facility was completed during the summer shut- 
down. On their return, the workers discovered that their rest areas — 
personalised by calendars, kettles and posters — had been demolished 
and their possessions discarded. Such insensitivity undermined the 
residual benefits from the one-year familiarisation process. This inci- 
dent highlights the yawning gulf separating the strategic aspirations of 
the Detroit and European boardrooms from the highly autocratic 
practices of plant-level ment. As one Dagenham production 
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manager put it: ‘when you’ve got them by the balls, the head and heart 
soon follow’. 

If AJ had a limited impact on work organisation then it constituted a 
watershed in Ford’s approach to management and, equally important, 
was perceived by senior managers as a critical symbolic moment in the 
corporation’s development. Since 1945 Ford managed its managers in 
the same way as it managed the shop-floor: specialised, hierarchical and 
tightly controlled. The autocracy of the assembly line was simply the 
cutting edge of a pervasive corporate culture. Ford’s famous ‘Blue 
Book’ defined the tasks and authority of every employee in the factory, 
manual and managerial. The precise allocation of managerial roles and 
responsibilities was designed to maximise the visibility of individual 
managers, to expose their decisions and actions to intense surveillance 
from above. 

In Ford US, PM was an attempt by middle managers to win some 
leverage in the change process. Moreover, this bottom-up initiative was 
championed by the executive management of Ford US. PM broadened 
managerial spans of control. Again, Ford of Europe’s experience of 
change differed significantly from that of the American company. In 
Europe, AJ was the trigger for major changes in the company’s manage- 
ment structure and culture. Ford of Europe’s initial appraisal of 
Japanese manufacturing was quickly followed by studies of the mana- 
gerial infrastructure of the Japanese corporation, but if the common 
denominator was the concern with cost and efficiency then the second 
wave of Ford studies revealed profound differences in the Japanese and 
Western approaches to managing managers. Ford’s finance staff con- 
cluded that in Japanese corporations financial control was not the 
prerogative of a specialist function but was shared throughout the 
organisation. The target set by these 1980 comparisons was a 30 per cent 
reduction in finance staff within three years.“* This target was achieved 
in 1986 by stripping out innumerable layers of procedural controls. 
Indeed, our respondents identified the diminished power of finance as 
the vital enabling factor in reshaping corporate culture. Implicitly, a 
senior finance functionary acknowledged their changed role within 
Ford’s decision-making process: 


We used to analyse everything to death. We’d bludgeon every 
investment decision until it stopped moving. It’s more judgemental 
now — we don’t check obviously correct proposals a thousand times 
for minor defects. The old system used to focus on the defects at 
the expense of the project as a whole; that’s reversed now. 


Importantly, cultural change was as much a consequence of the 
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rationalisation of administrative structure as of corporate initiatives 
such as PM. The AJ rationalisation process was driven by operational 
management specifying which controls were superfluous to their needs. 
This bottom-up approach was a radical departure from Ford’s traditio- 
nal pattern of top-down cost-cutting. For line management, reduced 
administrative controls were a potent symbol of their increased personal 
responsibility and of finance’s diminished power-base within the com- 
pany. In contrast to the American experience, in Ford of Europe PM 
was a top-down initiative designed to facilitate bottom-up corporate 
restructuring. Essentially, cultural change and the beginnings of project 
rather than functional management were unintended consequences of 
administrative rationalisation rather than its prime objective. 

The highly visible role of senior executives was vital to the success of 
the change process in Ford US. Throughout the 1980s the Ford US 
executive team balanced traditional and transformational leadership 
styles.“ Donald Petersen’s evangelical role in promoting EJ/PM was 
complemented by Phil Caldwell and Harold Poling who exemplified 
Ford’s traditional reliance on strict financial control. In Ford of Europe, 
however, there was no similar creative tension in the executive team. 
There was no equivalent of Donald Petersen in the European company. 
Rather, operational efficiency was championed by the powerful figure of 
Bill Hayden until his departure for Jaguar in 1991. An adviser intimately 
involved in the relationship between Ford US and Europe observed that 
throughout the 1980s Detroit made no sustained effort to force EI//PM 
to the top of the European agenda. “The pressure was to keep producing 
profit and keep doing the job you’re doing. Well, what kind of pressure 
was that? That was a cost-profit pressure.’ 

The ‘executive tourists’ seconded from Ford US lacked the political 
muscle in Europe to displace the traditional cost-based strategy. From 
1984, deteriorating business performance strengthened the hand of 
European advocates of further rationalisation at the expense of the 
American HRM agenda. Poor financial performance, following hard on 
the heels of indifferent new product launches, led to highly public 
disagreements between board members. Management conferences 
intended to strengthen PM became public forums for confrontations 
between members of the European executive team. “They were’, as one 
stunned audience member put it, ‘kicking the shit out of each other’. 
Hayden’s role as manufacturing’s advocate of traditional managerial 
prerogative was a conservative counterweight to the EI/PM change 
initiatives. A Dagenham production manager recalled that he was re- 
assured by Hayden’s interpretation of PM: 
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So Hayden said, ‘Now, you’ve all heard this EI stuff. But at the 
end of the day I’m paid to run this bloody place and PH listen to all 
you’ve got to say if there’s time, if there isn’t I won’t listen. I make 
the decisions that I think are right and you’ll just have to learn to 
live with that: that’s your contribution to EP. 


Nevertheless, during the second half of the 1980s Ford UK made 
significant changes to its management structure, processes and culture. 
The leading area in this respect was product development, and it is to 
this that we now turn our attention. 


IV 


Compressing product development lead times and continually improv- 
ing product performance and styling have emerged as vital competitive 
factors in volatile demature markets. Perhaps the most profound 
changes in Ford have been in product development. Before the 1980s 
Ford’s product design and engineering process epitomised 


old-fashioned Ford thinking: if you specialise you will get people 
who are so expert that you will design the best of everything 
individually. Therefore, when you put it all together you will have 
the best product. 


This approach assumed that product development was amenable to 
rigidly defined systems — ‘doing things by the book’. The message of AJ 
was that the system actually squeezed out essential features of leading 
edge product design: “The manual was an incredible piece of work, but a 
manual doesn’t build cars’. Over-specialisation within product develop- 
ment was exacerbated by the need to co-operate with the manufacturing 
function. Historically, the relationship between these two functions was 
‘very aggressive and confrontational’. The nature of inter-functional 
relationships was most apparent at ‘hand-over’ points in the sequential 
process from product development to manufacturing. Manufacturing 
and product development managers ruefully recounted that immense 
process problems were routinely caused by inadequate communication 
with product designers. 


The Mark II Cortina had at the top of the seat pillar . . . the 
biggest patch of solder there had ever been on a Ford car since the 
V8 pilot. It meant that we had part-solders and lead-diskers in 
their dozens and the lead-diskers had to wear air-fed masks, 
hoods, total body protection from the lead. The manufacturing 
problems that resulted from that — apart from the technical prob- 
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lems — . . . were such that manufacturing went back to product 
engineering and said, ‘When you replace this car you either re- 
place it with a car that has a zero solder or only a very small one’. 
And that’s the first time we were ever obliged to engineer a vehicle 
to take account of manufacturing problems. 


This fractious relationship was policed by Ford’s powerful financial 
specialists. Overall control of the sequential design process lay with cost 
analysis which specified detailed trade-offs between cost and quality for 
every component. The decisive role of the ‘high priests’ of cost control 
in product development was most graphically demonstrated in the 
design process for the Fiesta, Ford’s first small car. Rival products were 
stripped and each component priced to the last quarter of a cent to set 
targets for Ford designers. The ‘high priests’, according to Seidler’s 
(1976) detailed account of the Fiesta design process, 


knew.all the rules by heart and all the . . . quality standards, the 
rigorous criteria for durability for weight and cost... . These... 
were the great enemies, the two culprits on which they had to pass 
judgement: excessive weight and abnormal cost. And these were 
the men who finally told the experimental engineers: “This is what 
we think about the parts that make up the cars of the competition, 
their weight and their cost of production. You be the referees, you 
find better ways’.* 


Ford’s reputation for developing ‘robust’ designs to extend the product 
life cycle was both a reflection of stable market-places and the inherent 
conservatism of a product development system which systematically 
suppressed product innovation.*’ The financial logic of the Fiesta design 
process contrasts sharply with that developed during the 1980s. From 
the American Taurus project in 1982 Ford designers have focused on 
benchmarking against the best designed and engineered rival products 
rather than concentrating solely on cost.” 

Ford’s post-AJ European product strategy has been based on more 
precise definitions of market segments, a greater range of speciality 
model derivatives and an acceleration of the model replacement cycle. 
Between 1970 and 1977 Ford of Europe offered two new models tar- 
geted at three market segments compared to eight new models for four 
market segments in the period 1978-86.*° Despite the Fiesta’s success in 
increasing Ford’s southern Europe market penetration, the tight mar- 
gins of the small car segment and the design leadership of the German 
car firms in high value-added products was jeopardising Ford of 
Europe’s target of contributing 25 per cent of total corporate earnings. 
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The launch of the Sierra in 1983 marked Ford’s drive for design leader- 
ship. The Sierra project was championed by Bob Lutz, then President of 
Ford of Europe. Unlike his predecessors Lutz was a ‘product freak . . . 
almost indifferent to costs and profits in his search for innovation’. For 
Lutz, the Sierra marked Ford’s transition from mass production of 
utility vehicles to mass customisation: 


the Japanese have taken over the no-nonsense, no-frills, high-value 
for money, reliable transportation part of the market. My goal is to 
be a mass producer of the type of cars BMW and Mercedes have a 
reputation for making. We are moving up in technology and credibi- 
lity so we get the same price elasticity as they have.” 


Reaction to the Sierra was double-edged: it revolutionised the agenda in 
mainstream car design, but proved vulnerable in the market-place.>! 
The Sierra marked a sharp break from Ford’s traditional strategy of 
providing high utility but low functionality products. The Sierra devel- 
opment process also broke with the strictly controlled Fordist models of 
design and engineering. Matrix management was used to span the 
specialised functions and modular engineering allocated responsibility 
for clusters of components to teams of eight to ten engineers rather than 
individual specialists. In effect, the Sierra development process rep- 
resented Ford’s traditional product development process stretched to its 
limits, an experience important as much for the systemic failings it 
revealed as the product it delivered. 

Western companies have turned to Japan to learn about best practice 
in product development. Clark and Fujimoto’s 1991 analysis of product 
development in the global auto industry highlights two major sources of 
Japanese competitive advantage: speed and flexibility.°* In the wake of 
the Sierra’s troubled launch and AJ, Ford’s European product develop- 
ment function initiated its own examination of its management practices 
— the Insight project. Essentially, the ‘Insight’ team compared product 
development in Ford to Mazda, in which Ford holds a 25 per cent 
ownership stake. 

The Insight team delivered a powerful indictment of Ford’s product 
development process: 


increased efficiency can only be achieved by better utilisation of 
available talent through improved teamwork. In our strongly func- 
tional organization these improvements require the elimination of 
artificial barriers to communication and in their place must come a 
stronger focus on, and identification with, the product and the 
‘customer’. To facilitate these changes some organization restruc- 
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turing is needed in order to build cross-functional, multi-discipline 
teams dedicated to product programs. The organizational change 
is a means to an end, not an end in itself. Improved efficiencies will 
result from more delegation, development of broader skills and 
the substitution of a ‘not invented here’ attitude by supportive 
team-goal oriented behaviour. 


Compared to Mazda, the Insight team concluded that Ford of Europe 
was bedevilled by poor communications and inefficiency. Above all, 
Ford’s failings were ascribed to an unquestioning adherence to vertical 
reporting procedures. Ford’s strict formal control system prohibited 
lateral information flows both within product development and with 
manufacturing engineers. ‘Procedure’, Insight concluded, ‘sometimes 
takes precedence over problem solving.’ Mazda’s fluid project-based 
organisation fostered swift, flexible responses. In contrast to Mazda’s 
‘environment of harmony’ Ford was characterised by an ‘environment 
of competition’. 


There is insufficient communication and cooperation between 
engineering areas and between Manufacturing and Product 
Development. Sometimes we get the feeling that different areas 
work for different companies. 


Inter-functional rivalry dissipated time and effort as information fil- 
tered up — and decisions down ~ the Ford hierarchy. Mazda was three 
times as efficient as Ford in terms of the hours required to engineer a 
Sierra equivalent vehicle. The majority of Mazda managers were in 
flexible project-based teams. Indeed, this was the most disconcerting 
aspect of Mazda’s organisation for the Ford investigators. Managers 
accustomed to ‘thinking structurally’ were surprised to find their 
Japanese counterparts working in transient teams rather than fixed 
positions: ‘there was no embarassment about being a minister without 
portfolio’. 

At first sight the most striking feature of the changing nature of Ford’s 
product development process is the modesty of its ambition. The In- 
sight project highlighted Japanese best practice and the inadequacies of 
Ford’s product development process, but it offered no blueprint for 
bridging the chasm. Since 1985 Ford has inserted cross-functional teams 
within the product development process as a transitional step towards 
simultaneous engineering. The traditional linear approach to product 
development first designs the car and then the manufacturing process. 
Simultaneous engineering collapses these distinct activities into a single 
process in which project teams synchronise product and process design. 
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The Japanese-inspired experiments of the 1980s were Ford’s attempt to 
negotiate the transition from sequential to simultaneous engineering. 

The Insight project was important in preparing the ground for struc- 
tural change in product development. The objective was to shift the 
focus of product development from individual components and sub- 
systems to complete car programmes. For Ford managers, the move 
from functional to programme management was critical in allowing the 
company simultaneously to develop three important products — Fiesta, 
Escort and Mondeo — in the late 1980s. In 1989, however, internal 
reviews of the relationship between product development and manufac- 
turing concluded that they remained locked into essentially functional, 
sequential roles. Since 1989 Ford has attempted to use matrix manage- 
ment to cut across functional boundaries in order to ease the transition 
to simultaneous engineering — the integration of product and process 
development. This process remains incomplete and Ford executives 
anticipate that continuous reorganisation of product and process engi- 
neering will gradually dissipate functional loyalties and create an inte- 
grated form of programme management. In product development, 
therefore, the company remains in a transitional phase between 
Fordism and flexibility. 


v 


Between 1980 and 1986, Ford US achieved one of the greatest turn- 
arounds in corporate history, overtaking General Motors for the first 
time in over 50 years. Ford US made no effort to measure the contri- 
bution of programmes such as EJ/PM to turnaround. In Ford US the 
process of change was essentially unmanaged and bottom-up. Detroit 
executives’ rejection of past strategies and practices was their point of 
departure rather than a blueprint of a rejuvenated corporation. The 
process of change in Ford of Europe differed significantly from that of 
the American parent company. Above all, Ford of Europe experienced 
no comparable financial or creative crisis during the early 1980s. Indeed, 
to the contrary, there were enormous pressures on the European com- 
pany to maintain the revenue flows and repatriated profits which shored 
up Ford’s world-wide finances during this period. The loose operational 
control exercised by Detroit over its regional companies and the compo- 
sition of Ford of Europe’s executive management also diluted the 
impact of American initiatives. Ford of Europe pursued a deeply am- 
biguous change strategy during the 1980s. This ambiguity was implicit in 
the seminal AJ initiative which was essentially an efficiency drive trig- 
gered by comparisons with Japanese competitors. But if AJ bore the 
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hallmarks of traditional Fordist management then it also opened up new 
political spaces in the organisation for experiments in cross-functional 
teamworking. The most significant example of cross-functional collabor- 
ation is the move towards simultaneous engineering in Ford’s product 
development process. But, however hesitant and qualified the break 
with Fordist management since 1979, the cumulative impact has been 
decisive and irreversible. 
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Book Reviews 


JACOB M. PRICE, Perry of London: A Family and A Firm on the Seaborne 
Frontier, 1615-1753 (Cambridge, MA: Harvard University Press, 1992. Pp. xi + 
191. $35.95). 


As a young researcher, Jacob Price dreamt of finding the complete records of 
one of the more successful firms in the emerging trade between Britain and her 
colonies, and especially that with the Chesapeake, but despite a lifetime of 
highly productive study in the archives of two continents such records have not 
emerged. Disappointed but undaunted, Professor Price has proceeded to chart 
the fortunes of the Perry family who, in the guise of Perry & Lane and later 
Perry & Co., dominated the British tobacco trade from the late seventeenth 
century until the death of the firm’s leading member — Micaiah Perry — in 1721 at 
the age of 80. In the absence of direct accounts and letter books the history of 
the firm has been reconstructed from the jigsaw pieces of evidence lying about in 
American, British and Irish archives. The result, albeit impressionistic and 
imprecise in places, is a highly plausible and fascinating account of the rise and 
fall of an important merchant house. 

Members of the Perry family can be found pursuing a modest trade in Tudor 
Exeter and one member of the family, who had established himself in London, 
played a part in the early trade with Jamestown. Another member helped to 
found the colony of New Haven where his son Micaiah was born in 1641. After a 
London apprenticeship, Micaiah began trading with Virginia in the mid-1660s 
and by 1673 had formed his important partnership with Thomas Lane. From 
modest beginnings the partnership thrived and by the late 1690s had become the 
premier tobacco importing business in London, Britain, and probably the world. 
An earlier study of the firm suggested that much of the tobacco was sent to 
London by planters under the consignment system, but this was not the case in 
the early days. In the 1690s and the early years of the eighteenth century the 
bulk of shipments came from direct purchases from the smaller planters and by 
dealing with independent Chesapeake merchants. This was an extremely com- 
plex business which involved very detailed supervision and management. After 
1700 the firm stopped growing in terms of the quantity of tobacco handled, but it 
remained the most important single importer at Micaiah’s death in 1721. 
Control of the firm fell not to his son and partner Richard, since he had died a 
year earlier, but to his grandsons, Micajah aged 26 and Phillip aged 18. Their 
succession marked a turning point. Increasingly the new management relied on 
the consignment system; in part this was due to increasing competition in the 
direct trade, especially from the Scots, and in part caused by the inability of the 
grandsons to maintain the complex network of connections demanded by the old 
systems. It was also connected with the young Micajah’s increasing involvement 
in national politics. Like his grandfather he was a respected spokesman on 
colonial affairs and became an MP at the age of 32. He began as a supporter of 
Walpole, but reached his political peak in 1733 when he frustrated the leader’s 
plans to transfer the responsibility for the taxes on tobacco to the Excise. 
However, Jacob Price stresses that Micajah’s growing political involvement was 
more a symptom than a cause of the firm’s decline. 
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Jacob Price’s mastery of the historian’s craft is so complete that many readers 
will fail to recognise the enormous effort he has put into assembling and 
organising his material. At various points readers are reminded that his con- 
clusions, judicious though they are, are not based on the records of the firm 
itself. This is a weakness which remains no matter how skilled the historian. But 
within the compass of the available material Professor Price has done an 
excellent job. It will not be surpassed until his early dream is fulfilled. 


University of Hull DONALD WOODWARD 


DC. COLEMAN. Myth, History and the Industrial Revolution (London and Rio 
Grande: Hambledon Press, 1992. Pp. xii + 225. £32 hb). 


This volume contains ten essays, nine of which may be familiar to readers of 
Business History. Spanning four decades of study, they examine aspects of 
industry and business from the early modern period to the present and demon- 
strate the quality of Coleman’s contribution to business and economic history. 
Having as their principal theme the nature and consequences of Britain’s 
Industrial Revolution, they are concerned with approaches, concepts and defi- 
nitions, and the businessmen who served as agents of change. 

The book takes its title from the first essay, an extended version of Coleman’s 
Creighton Trust Lecture for 1989. Ranging over the romantic origins and early 
use of the term Industrial Revolution and its popularisation as social catastrophe 
by Toynbee and his successors, Coleman draws out the irony of its subsequent 
development. As successive generations of historians have qualified, quantified 
and minimised the experience so has the concept been elevated to the status of 
popular myth. Aside from spawning a dynamic sector of the leisure industry the 
revolution now serves as justification for politicians seeking the future in enter- 
prise past. For Coleman the challenge is to bridge the widening gap between 
historically revealed truth and public perception. This contribution should be an 
essential item on reading lists. 

Four essays, ‘Industrial Growth and Industrial Revolutions’ (1956), ‘Naval 
Dockyards under the Later Stuarts’ (1953), ‘Growth and Decay during the 
Industrial Revolution: the Case of East Anglia’ (1962) and ‘Proto- 
Industrialization: A Concept Too Many’ (1983) reveal Coleman’s early interests 
and the empiricist’s careful assault on invented or exaggerated industrial revolu- 
tions and theories too far. Coleman’s recognition of the importance of regional 
variations and his assessment of Nef (the subject of some revision in Levine and 
Wrightson’s recent study of Whickham) have stood, but his dismissal of ‘proto- 
industrialisation’ seems to have been premature. 

“Gentlemen and Players’ (1973), ‘Adam Smith, Businessman and the 
Mercantile System in England’ (1988) ‘and ‘Historians and Businessmen’ (1984) 
consider the ambivalence which has characterised and still characterises public 
and academic perceptions and expectations of businessmen. ‘The “Dope 
Scandal” 1915-1919’ (1975) helps, indirectly, to explain it. ‘The Uses and 
Abuses of Business History’ appeared in this journal in 1987. A perusal of its 
recent contents suggests that business historians are now focusing more closely 
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upon the analysis of issues and themes; whether their work is being studied by 
those from whom we are to expect the next supply-side miracle is something 
different. 

The previously published essays have been prefaced by short additional notes. 
It is regrettable that buyers will be charged £32 for what is in essence one new 
(albeit first rate) essay. Nevertheless, the volume’s contents, besides indicating 
the subject’s development over some 40 years, are consistently readable and 
provocative. A glance at the index demonstrates the reading that lies behind 
them — where else will Hegel be followed by Joseph Heller? 


Manchester Metropolitan University J J. MASON 


JOHN A H DEMPSTER, The T. & T. Clark Story (Edinburgh: The Pentland Press, 
1992. Pp. xix + 372. £45 hb). 


This book is not quite what its title suggests. Primarily it is a study, based on 
Dempster’s Ph.D. thesis, of the Edinburgh publishing firm of T. & T. Clark in 
the 1880s and 1890s. The periods between 1821, when Thomas Clark founded 
the company, and the mid-1880s, and 1901 to 1992 are briefly dealt with in some 
30 of the book’s 372 pages. 

T. & T. Clark is commonly perceived as an immensely respectable theological 
and legal publishing firm. Although not altogether fair -- during the 1980s the 
company produced two popular titles on behalf of the Reader’s Digest — this 
book explains how the company earned and has retained its worthy reputation. 

Almost from the outset the firm had an interest in publishing theological 
works. Under the stewardship of Thomas Clark (the founder’s nephew) and his 
son John Maurice Clark, T. & T. Clark was able to reap the fruits of the 
Victorians’ obsessive interest in theological debate and Biblical criticism. It was 
a market with which the Clarks, as committed members of the Free Church of 
Scotland, felt entirely comfortable, although they avoided publishing work of an 
obviously sectarian nature. Radical and popular religious works too were 
ignored. Throughout, the tone of T. & T. Clark’s output was scholarly. From 
the point of view of entrepreneurial history, one of the most important sections 
of Dempster’s book is that which reveals the extent to which both Thomas and 
John M. Clark were motivated by an uncompromising belief that they were 
engaged in God’s work, so much so that they genuinely felt that of the two levels 
of their publishing activity, the advancement of theological science and profit, 
the former was ‘higher’. 

With the painstaking attention which might be anticipated when analysing 
such a short period, Dempster provides a detailed (sometimes too much so) 
account of how this operated in practice. With material drawn mainly from the 
firm’s business papers, separate chapters cover the firm’s substantial transatlan- 
tic publishing activities, the nature of its publications (mainly reference works, 
commentaries, translations and periodicals), and advertising, promotion and 
profitability. 

Nineteenth-century success is contrasted with the more modest achievements 
of the firm from the end of the First World War, when it relied increasingly 
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heavily on its back-list of titles and lost, under the leadership of less dynamic 
family members, its earlier sense of purpose. The passionate commitment to 
theological advance was lacking, and investment was notable by its absence. 
Remarkably, the Encyclopaedia of Religion and Ethics, work on which had 
begun in 1902 under the guidance of Clarks’ highly influential editor James 
Hastings, was still being reprinted in the 19503 and 1960s, and sent to India in 
the 1980s. Only since 1973, when T. & T. Clark joined forces with John 
Bartholomew & Son, has a new sense of direction — built upon the firm’s long- 
established reputation for serious publications — been rediscovered. 

This book is a welcome addition to the literature on Victoriam and Edwardian 
business, and provides invaluable insights into Scottish, national and and indeed 
international publishing: the Clarks were significant players in the British book 
trade, and had extensive interests overseas. It is to be regretted that greater 
attention has not been paid to the twentieth century, or to employer-employee 
relations and how the firm coped with its sub-contracted printers. This is 
however a scrupulously researched book. Unintentionally perhaps, but appro- 
priately, this and its serious tone, sombre-coloured covers and high price, makes 
it a work with which Thomas and John Maurice Clark would have felt entirely 
comfortable. 


University of Dundee CHRISTOPHER A. WHATLEY 


S.N BROADBERRY and N.FR CRAFTS (eds.), Britain in the International 
Economy, 1870-1939 (Cambridge: Cambridge University Press, 1992. Pp. xiv + 
426: £40 hb). 


The papers in this volume were presented at a Festschrift in July 1989 on the 
occasion of Alex Ford’s retirement from the Chair of Economics at the 
University of Warwick. Ford’s previous academic work had been set firmly in 
the Keynesian mould, as was much of the research conducted during the 1950s 
and 1960s on the pre-war British economy. Such an approach became unfash- 
ionable, some might even say discredited, over the past two decades as critics of 
the Keynesian paradigm, convinced they had discovered a superior intellectual 
approach, launched frequent onslaughts on Keynesian macro-economics with- 
out asking whether it still offered useful insights, both into contemporary events 
and into relatively recent periods of economic history. The essays in this volume 
offer a welcome counterbalance, making use of advances in time series analysis 
as well as developments in macro-economics to re-examine the formative period 
1870-1939 and to demonstrate that a modified Keynesian approach continues to 
offer critical perspectives on the behaviour of the economy. 

As one would expect in a volume dedicated to Alec Ford, the majority of the 
contributions focus on the international monetary order and in particular upon 
the nature and consequences of economic fluctuations under the gold standard. 
The contributions confirm that although refinements in economic theory and 
econometric procedure require modification of the research findings of Ford’s 
generation of Keynesian economic historians, nonetheless a large part of their 
intellectual approach remains convincing. Eichengreen, to take but one 
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example, surveys the operation of the classical gold standard but attaches more 
weight than did Ford to monetary management by the Bank of England. Even 
so Eichengreen’s ‘Ford-like’ model of how the gold standard worked emphasises 
both the particular constellation of market forces operating at the time and the 
adjustment of real variables to monetary impulses, relationships that were first 
emphasised by Ford more than a quarter of a century ago. A modified 
Keynesian approach is likewise found to offer key insights into the British 
economy in the inter-war period. Ford’s emphasis on the role of special circum- 
stances permitting the smooth functioning of the pre-1914 gold standard high- 
lights in retrospect the inadequacy of inter-war adjustment mechanisms which 
gave rise to problems subsequently cast in the Keynesian framework; the 
vulnerability of the fixed exchange rate system after 1925, the primacy of 
demand rather than supply shocks in instigating high unemployment in the early 
1930s, the absence of international co-operation and the stickiness of money 
wages. 

The volume is enriched by numerous reflections, reformulations and challeng- 
ing questions concerning British macro-economic history since 1870. Two points 
of emphasis in the book are worth repeating. Wage and price rigidities were an 
important source of fluctuations in real output and unemployment and there are 
closely argued chapters urging greater consideration of price and wage setting 
behaviour. They parallel the message from Treasury archives that so long as 
policy responses in the early 1930s had to be formulated in a world of sticky 
wages then there was an urgent need to limit price decreases and to retain a 
balanced budget to avoid threatening increases in real wages and fuelling fears 
about future inflation. Another message from recent research and one hinted at 
strongly in Ford’s early writings is reflected in this volume. Economic disturb- 
ances were frequently the result not of the exercise of discretion in policy- 
making so much as a firm attachment to particular rules of behaviour. Whilst the 
creditability of the official commitment to gold convertibility before 1914 was 
both strong and international, often enabling markets to anticipate official 
action, economic orthodoxies in the inter-war period were pursued in an 
altogether different national and international environment featuring institutio- 
nal rigidities in the labour market and the absence of accommodating circum- 
stances. In this context the ruling beliefs and objectives of the major players, 
which were set against co-ordinated fiscal and monetary expansion, merely 
reinforced the deflationary bias imposed by the ailing gold standard. 

These broad if important themes subsume a number of important areas of 
research which are also reflected in the volume. The nature and extent of British 
economic fluctuations down to 1913, the role of money and interest rates in 
Britain from 1870 to 1913, the gold standard and purchasing power parity before 
and after the First World War, and a discussion of why a gold standard emerged 
towards the end of the nineteenth century, as distinct from how it operated, are 
developed with an intellectual rigour and clarity that are characteristic of the 
entire volume. A particular pleasing feature of this volume is the cautionary 
lesson it teaches: although we must continue to refine analyses, question past 
assumptions and seek to generate new research agenda our endeavours will be 
impoverished if we abandon too hastily the sometimes modest but nonetheless 
penetrating insights of past scholars, of whatever generation. 


University of Birmingham W.R GARSIDE 
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LENARD R BERLANSTEIN (ed.), The Industrial Revolution and Work in 
Nineteenth Century Europe (London: Routledge, 1992. Pp. xvi + 176. £35 hb; 
£10.99 pb). 


The series Rewriting Histories, to which this volume is a welcome addition, 
reflects the continuous process of revisionism involved in the historian’s search 
for the truth. The collection edited by Berlanstein focuses on nineteenth-century 
labour and work, and as such provides an alternative view of growth and 
technical and organisational change from that suggested by the Industrial 
Revolution paradigm. Indeed, the evidence of recent scholarship, including the 
writings in this volume, suggests that the concept of Industrial Revolution has 
impeded a progressive understanding of the past. Berlanstein’s introduction 
offers an insight into the process of revisionism. His rejection of the Industrial 
Revolution paradigm, while entirely convincing, stems from a misleading char- 
acterisation of its traditional interpretation. He correctly argues, however, that 
the Industrial Revolution has been inappropriately conflated with other contem- 
poraneous transformations; and that the accepted paradigm is incompatable 
with current research findings. Indeed, the succeeding collection of high quality 
essays, each prefaced by a directive and thought-provoking editorial, confirms 
Berlanstein’s opinion that impressive advances in our understanding of the past 
have evolved from ignoring the concept of the industrial revolution. 

Cannadine’s familiar demonstration of the relationship between prevailing 
economic thought and historical interpretation, in the case of the English 
Industrial Revolution at least, provides the starting point from which to consider 
recurring themes within the remaining pieces. Samuel’s pathbreaking (1977) 
analysis of the nature of industrial change, which emphasises its uneven and 
multi-directional character, has yet to be superseded or even much extended. 
The contributions of Samuel and of Tilly, whose frame of reference is the new 
labour history, which interprets major episodes of socio-economic change 
through the thoughts and collective actions of working people, illustrate 
attempts to develop alternative models. The most significant of these is the 
proletarianisation paradigm which is applied constructively in the essays by both 
Johnson and Sewell. The presence of McBride’s analysis of the relationship 
between women’s work and industrialisation reflects an incongruity in this 
collection. Its positioning as a discrete item typifies the treatment of female 
labour in those traditional approaches to economic history from which this 
volume is seeking to escape. Furthermore, while the originality of the essay was 
apparent when first published 15 years ago, the discipline has advanced sigifi- 
cantly since then, which neither the piece nor its preface convey. To some exent, 
Scott’s contribution, which identifies more recent concerns of a male-biased 
labour history, rectifies this weakness. While each of the contributions in the 
sections on labour and work adopt the perspective of the male participant, 
compensation is found in the imaginative content of the work. Peter Stearns’ 
classic ‘Limits of Labour Protest’, which illustrates the diversity of workers’ 
experiences and the incomplete mobilisation of labour, is juxtaposed and 
updated by Sewell’s novel approach to labour history in a post-materialist 
direction. The “Drink Question’, or the relationship between alcohol consump- 
tion and factory discipline, is used by James Roberts to identify vestiges of craft 
control in the context of factory labour. 

Business historians, and other varieties of historian who keep abreast of the 
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literature, will have encountered much of the content of this book before; in 
some cases a long time ago. Several pieces, however, have been less exposed, 
and the inclusion of these is gratifying. While it would be churlish to dispute the 
identification of these essays with the current cutting edge of historical research, 
it should be recognised that more than half were first published over a decade 
ago. Nevertheless, the editor’s choice is sound and it is a pleasure to find such 
fine scholarship collected in one place. The emphasis on labour history and on 
the nature and organisation of work should be welcomed by business historians 
and by students of European industrial development. It is unfortunate, how- 
ever, to find the marginalisation of gender being perpetuated in an otherwise 
intensely stimulating, refreshing and well integrated edition. 


University of Leeds KATRINA HONEYMAN 


WHITNEY WALTON, France at the Crystal Palace: Bourgeois Taste and Artisan 
Manufacture in the Nineteenth Century (Berkeley, Los Angeles and Oxford: 
University of California Press, 1992. Pp. xii + 240; illus. $40). 


French exhibits at the Crystal Palace Exhibition of 1851 had a great success and 
won many prizes. Whitney Walton’s interesting study not only explains why but 
looks in some detail at consumer tastes and methods of production in mid- 
nineteenth-century France. The author adopts the view that French industriali- 
sation pursued a special path in which a central role was played by small-scale 
artisan industries producing high quality consumer goods. As she shows, the 
structure of industrial production reflected the highly skewed income distri- 
bution, favouring the bourgeoisie. ‘Though demographically’, she writes, ‘this 
consuming class was very small, its importance as a market for French manufac- 
tured goods, in particular the luxury goods made in Paris, was very great’ (p. 6). 
Much of her study, therefore, is taken up with consumer demand for such goods 
and how they were made. The products exhibited at the Great Exhibition 
reflected the predominant tastes of the time (an aspect which economic histor- 
ians tend to neglect), exercised through women. 

Consumption in France was very much a feminine role. Bourgeois 
Frenchwomen liked to be surrounded by objects which they supposed rep- 
resented the cultivated taste of their time. At the same time, France lacked a 
mass market for standardised articles of mass consumption. Peasant households, 
which made up the vast majority of the population, sold little and what they did 
buy could be procured locally. Even the highly skilled artisans were unable to 
buy the kind of goods they produced and, paradoxically, many had fought on 
the barricades against the bourgeoisie in the June days of 1848. While extolling 
the role of bourgeois women as consumers of taste, Walton has nothing to say 
about the ill-paid labour of their sisters in the textile industries and the needle 
trades who helped make possible the luxury products proudly displayed by 
French entrepreneurs at the Crystal Palace. 

Current taste (as shown in the illustrations) prescribed ornate and highly 
ornamented articles for the bourgeois home, requiring a high degree of artistry 
and skill. Each one was an individual product, too expensive for all but the well 
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off. ‘Bourgeois taste encompassed aristocratic modelis of art and beauty, and a 
new criterion of domestic comfort’, according to Walton (p. 48). She appears to 
be uncritical of contemporary taste as revealed in the French exhibits; in fact, 
Victorianism ruled on both sides of the Channel. Through a study of inventories 
made after the death of the owner Walton tries to discern what changes took 
place between the Restoration (1815-1830) and the Second Empire (1852- 
1870). Although there was considerable stability in the household goods owned, 
rising incomes permitted ‘homes with richer and more varied fabrics, more art 
work, more gilded candelabras and more furniture in general’ (p. 112). She 
looks in some detail at the way in which the making of wall-paper, furniture and 
fans (one of the famed articles de Paris) were carried on, mainly in small 
workshops using traditional methods. Walton concludes by confirming that ‘the 
shift from a predominantly bourgeois market to a mass market was long and 
gradual’ (p. 129). Technical change was slow. Affluent consumers insisted upon 
the quality they were used to. This meant labour-intensive products too costly 
for all but the bourgeois consumer, and entering into the obligatory conspicuous 
consumption of that class. She asserts that the success of luxury or semi-luxury 
French manufactures revealed the viability, even the dynamism, of hand pro- 
duction and undermines the view that French industry was stagnant or in 
decline. The fact was that the nature of the market (a protected one) discour- 
aged technological change. As incomes rose consumers demanded more of the 
same, or even more ornamentation. It may be that what she has described was 
not a specific French path to industrialisation, but rather resistance to it. The 
growth which took place did not require a structural change in production, an 
increase in labour productivity or the substitution of the machine process for 
traditional handicraft methods. When, after the Exhibition, the British 
Parliament appointed a special commisssion, its destination was not Paris but 
the United States, in search of the American system of manufactures — the direct 
antithesis of the type of production about which Walton writes somewhat 
nostalgically. 


Gravesend TOM KEMP 


M. MERGER (ed.), Les Transports (2 vols.) (Paris: Editions CDU & CEDES 
Réunis, 1990, 1992. Pp. 168, 184; illus; maps. 120F, 130F). 


These two volumes are special issues of the journal Histoire, économie et société, 
dealing with European inland transport in the nineteenth and twentieth centur- 
ies. They represent a cross-section of the papers delivered at a roundtable 
session at Paris in 1988 and at the Tenth Congress of the International Economic 
History Association at Leuven in 1990 (session A2). Michéle Merger, who 
organised both editions, included only studies of French transport in the first 
volume which was justified by the significance of the French experience and the 
paucity of literature compared with work on Britain and the USA. The second 
volume contains essays on the major western European nations except Britain 
and France. All the contributions have been written in French and while English 
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abstracts have been included they are generally unhelpful since they are very 
short (a few sentences) and poorly written. 

The seven essays in the first volume are grouped around three themes: the 
development of the French road network from the late eighteenth century to 
1850; railway construction and its consequences; and the expansion of urban 
tramways down to 1914. Perhaps unsurprisingly, the majority of the papers deal 
with the second of these themes. This is also the case in the second volume 
where eight of the papers deal with the railway. There are a further two, both by 
Kunz, on waterway resurgence in the second half of the nineteenth century, an 
assessment of Dutch inland transport in the nineteenth century and a general 
introduction to the volume by Caron. Most of the papers have been carefully 
researched and well written and many contain worthwhile tabular and graphical 
detail, but it is a little disappointing to find such a strong emphasis on the 
railway. While the critical importance of the coming of the railway has survived 
the Fogel onslaught, the state of research in other transport modes remains 
poorly developed by comparison. In addition, the contributions of a number of 
railway researchers, including Laffut, Gomez-Mendoza and Fremdling, have a 
familiar ring about them, drawing as they do upon their previous published 
works on the subject. Pinheiro’s study of Portuguese railways, based upon his 
1986 Ph.D., however, is a worthwhile addition to the literature and it is a pity his 
paper was only seven pages (plus tables) in length. 

Of particular interest to me are the two papers by Kunz which produce a new 
analysis of an important but neglected area: the resurgence of waterway trans- 
port in the last few decades of the nineteenth century. In the first of these 
studies, Kunz distinguishes those countries and regions which did experience a 
resurgence from those which did not and reaffirms the trend of current historio- 
graphy in arguing that the economic impact of waterways must be judged mainly 
from a regional not national or international perspective. The second paper 
supports his own call for further case studies and quantification of the subject by 
looking at the German experience. The Germans developed one of the most 
extensive waterway systems in Europe but here, as elsewhere, the picture varied 
between regions with the greatest concentration of waterborne transport being 
west of the Elbe and north of the Main. 

Thus, the two volumes are a welcome addition to the literature on European 
transport history although, as is frequently the case with sets of conference 
essays, some of the papers make a more valuable and original contribution than 
others. 


Australian National University SIMON VILLE 


HEINZ SARKOWSKI, Der Springer-Verlag: Stationen Seiner Geschichte Teil I, 
1842-1945 (Berlin: Springer-Verlag, 1992. Pp. xv + 446; illus.; tables. DM 78). 


This history of Springer, the German publishing house, is an exceptionally good 
example of a genre, the in-house publishing history, which all too often is 
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represented by slight, rather disappointing books. Heinz Sarkowski has had the 
benefit of plentiful archival material, much of which was for many years thought 
to have been lost in the Second World War, and makes good use of it. He does 
not allow himself to be sidetracked into irrelevant anecdotes about the dis- 
tinguished authors who have written for the house, one of the usual weaknesses 
of the in-house publishing history, but keeps his attention on recounting the 
development of the business. Unfortunately, as is generally the case for pub- 
lishers, few figures seem to survive, other than the numbers of titles published, 
for the nineteenth and early twentieth centuries. For the inter-war years, 
however, some finaa-ial information is available, and Sarkowski uses it to help 
establish the extent of the business Springer was conducting, the dominance the 
house had in the market for German-language scientific books and journals, and 
the difficulties this export-oriented firm had in dealing with the inflation of the 
1920s, and the exchange policies of the Nazi regime in the 1930s. 

Indeed, interesting though the book is as a history of a publishing house, its 
particular interest for business historians perhaps lies in the sidelights it gives on 
to wider issues. One such is the expansion of German industry in the late 
nineteenth and early twentieth centuries. Situated in Berlin, the capital of the 
new German empire, and with a tradition of publishing scientific and technical 
work, the firm was well placed to establish itself as the leading publisher of 
journals for the new professional associations, such as the Verein Deutscher 
Ingenieure. The social background to these developments is illustrated by 
episodes such as Springer’s publication of a German version of the highly 
successful American journal, Machinery. While the American publisher aimed 
to keep the articles in his journal clear and comprehensible to ambitious 
mechanics who lacked formal education, but who took an interest in the latest 
technical developments, the German editor wanted to make the articles more 
learned, and Julius Springer felt there was little point in trying to appeal to the 
intelligent skilled workman, as in Germany they could very rarely aspire to a 
managerial position. 

Sarkowski also gives a fascinating account of the difficulties faced by a firm 
considered to be ‘Jewish’ in Nazi Germany. Julius Springer the younger, one of 
the grandsons of the founder, was forced to resign from the house in 1935; his 
cousin, Ferdinand Springer, classified as a ‘half-Jew’, was permitted to continue 
at the head of the firm, with an ‘Aryan’ partner, until 1943. Not just the 
principals of the firm but many of the distinguished scientists among their 
authors and editors were Jewish, and Springer had to contend with the emi- 
gration of a large proportion of them, and with prohibitions of issues or reissues 
of their work. The eminence of the Springer publishing house in its field, the 
foreign exchange its export of books and journals brought in, and the loyalty of 
their ‘Aryan’ partner and managers helped the firm and the Springer family to 
survive to begin the work of rebuilding the business after the war. 

A second volume of this beautifully produced and illustrated history is 
promised. If it is as good as this one, the history of Springer will be one of the 
best publishing histories available. 


University of Warwick CHRISTINE SHAW 
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HANS POHL (ed.), Die Entwicklung der Lebensarbeitszeit. Festschrift filr Dr 
Reinhart Freudenberg (Stuttgart: Franz Steiner Verlag Stuttgart, 1992, Pp.141. 
DM.48). 


In present-day Germany, as elsewhere, the average age of first gainful 
employment is rising, working hours are shortening, holiday entitlement is 
lengthening and age of retirement is falling. Meanwhile life expectancy stead- 
ily lengthens . . . 

Against this background the editor’s introduction surveys the history of these 
temporal dimensions of the working lifespan. The same ground is retraced by 
Peter Borscheid in the first contribution, together with a brief account of the 
changing historical attitudes to ‘work’ and ‘leisure’. A second contribution 
indicates the changing working hours and length of service of employees of the 
Freudenberg concern, the firm with which the recipient of the Festschrift is 
associated (as well as being President of the (German) Association of Business 
History). Three of the remaining contributions focus on the present-day prob- 
lem of retirement from the point of view of the retiree. A trade unionist argues 
that this is now a more important issue for unions than working hours. A fourth 
contribution on retirement gives the employer’s perspective — which dwells on 
the demographic problems ahead. In other contributions a theologian offers an 
ethical perspective on work and retirement and an industrial sociologist sum- 
marises empirical research on job-changing. Whilst lengthening lifespans 
suggest the need for this, it is still most prevalent amongst younger workers and 
those in lower-status jobs. A final, original contribution develops the idea of 
financing work ‘sabbaticals’ via a ‘time savings bank’, financed by employee and 
employer contributions. The worker could either save in advance the means to 
finance sabbaticals, or borrow them against future earnings. 

This is a disappointingly slight collection on a potentially interesting theme. 
No attempt is made to integrate the evidence into labour-market theory, or 
consumption theory. The only borrowing from such theory is the simple and 
unrealistic dichotomising of ‘work’ and ‘leisure’ (what about housework and 
DIY?). The implications of ‘internal’ versus ‘external’ labour markets, of techni- 
cal change and of ‘control of the labour process’ for the employer’s view of older 
workers are not considered. Recent writing on the ‘historical meanings of work’ 
is neglected. But there are useful bibliographies of German empirical studies uot 
the subjects considered. 


University of Manchester T BALDERSTON 


PL. COTTRELL, H LINDGREN and A THICHOVA (eds.), European Industry and 
Banking Between the Wars (Leicester: Leicester University Press, 1992. Pp.xv + 
240. £40). 


Originating from papers presented to a conference held in 1989 in Uppsala, 
these articles contribute to a broader research programme initiated by Alice 
Teichova which focuses on bank-industry relations in inter-war Europe. The 
book itself is divided into three sections, the first comprising six papers on 
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central Europe, followed by four papers concerning Sweden, and the final 
section — perhaps rather ambitiously entitled ‘the core and the periphery’ — 
consisting of one paper analysing the relationship between advances by the 
Midland Bank and UK industrial production, and one on the development of 
industrial finance by the National Bank of Greece. 

Like earlier publications associated with Alice Teichova’s research project, 
several papers in this volume draw on archival evidence to extend the burgeon- 
ing literature analysing bank-industry relations. Business historians will cer- 
tainly welcome the new material which is brought into the public domain via this 
approach. Readers of this journal will probably be attracted too by the attempts 
of several contributors to place micro-economic studies in the context of broader 
economic and political issues during this period. 

The first section opens with Teichova’s survey of German and Austrian 
banking, indicating that developments in universal banking cannot be divorced 
from the international financial climate which prevailed. Peteri then considers in 
more detail the impact of international indebtedness on industrial finance, 
presenting aggregate evidence for Hungary indicating how finance was mobi- 
lised. Cottrell’s detailed contribution next examines the character and signifi- 
cance of short-term capital flows into east-central Europe. He explores these 
questions by analysing the records of Kleinwort Sons and Co. and those of the 
Wiener Bank-Verein, a major London accepting house and one of the largest 
Viennese banks respectively. 

Pogany tackles the question of industrial finance from the borrowers’ perspec- 
tive, investigating the experience of one of Hungary’s staple industries, sugar. 
This industrial case study is followed by two case studies of Austrian banks, the 
first by Enderle-Burcel on the Austrian Workers’ Bank, and the second con- 
cerning the German takeover of the Credit-Anstalt in 1938 written by Matis and 
Weber. In both of these papers, the interdependence of business finance and 
politics is clearly demonstrated. 

The Swedish section of the book initially picks up this theme of political 
factors influencing banking policy. Larsson examines the extent to which 
Swedish banking legislation contributed to the restructuring of the country’s 
banking system during the 1920s. Bjorkegren then reviews the public debate 
concerning bank involvement in industrial finance and the advisability of state 
intervention. 

Sjorgen’s contribution shifts the emphasis away from political considerations 
to examine the regional and sectoral distribution of Swedish bank advances. The 
final paper in this section, by Jan Ottoson, introduces a potentially complemen- 
tary analysis of the interlocking network of directorships between Swedish 
banks and business. It would be interesting if the links between these two papers 
were developed further in subsequent publications arising from the Swedish 
Banks Project. 

The papers in this volume offer a useful insight into the wealth of primary 
material which can be exploited effectively when examining industrial finance. 
Furthermore, the research project from which they are drawn is clearly signifi- 
cant. However, my principal reservation is that the book is still readily identifi- 
able as a collection of conference papers. In several cases the inevitable brevity 
associated with conference proceedings is likely to frustrate readers: often the 
contributors raise interesting questions, yet few ‘answers’ are offered. The 
enduring impression is of work in progress, so that the themes which unify the 
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papers selected are sometimes unclear. In particular, the final two papers — 
which are both interesting — are edited into a section which appears rather 
divorced from the main emphasis of the volume: a clearer indication of the 
methodological basis for their inclusion, and perhaps some other papers on the 
‘core-periphery’ theme would have been valuable. 


University of York KATHERINE WATSON 


RAYMOND BENTLEY, Research and Technology in the Former German 
Democratic Republic (Boulder, San Francisco and Oxford: Westview Press, 
1992. Pp. xvi +234: No price given). 


With the reunification of the two German states on 3 October 1990 the German 
Democratic Republic (GDR) ceased to exist and the Federal Republic of 
Germany (FRG) was simultaneously expanded by five new states. The altered 
legal, financial and economic framework, that is the implementation of a market 
economy, and the sudden membership of the former GDR in the European 
Community, raises the relevance of understanding the political and economic 
background of the former socialist GDR as well as the present situation of the 
five new Linder. Raymond Bentley concentrates on political terms and econ- 
omic circumstances which determined research and technology in the former 
GDR. He aims to compare research performance and technological standards of 
the GDR with those of the FRG prior to 1990, to explain discrepancies and to 
investigate whether and how the technological gap between the old and the new 
German Länder can be closed. 

The three major economic and political phases of the former GDR, the 
associated economic strategies, political tasks and their implications on research 
and technology are examined. None of the attempts (like the introduction of the 
new economic system, decentralisation, price~performance relationships) at 
overcoming the major obstacles inherent with a centrally planned economy, 
such as bureaucracy, bonus scheme and price policy, were successful. Industrial 
productivity in the GDR was less than that of the FRG in all the three major 
industrial areas analysed: (i) machine and vehicle building, (ii) electrical, elec- 
tronic and instrument building, and (iii) chemical industry. Bentley mainly uses 
kilogram-prices as an indicator to attain knowledge about the productivity and 
technological sophistication and compares those of the GDR with the prices of 
the FRG. He stresses that levels of process innovation and diffusion were lower 
in the GDR and that the machinery was older. The machine and vehicle building 
industry registered a lack of investment and the chemical industry heavily 
declined especially during the Honecker era. 

A major part of his book is the analysis of research and development input 
and output both in the former GDR and former FRG. He relates the data to 
different research areas, such as business R & D, academic R & D and state 
research and development. Besides the quantitative data on input like expendi- 
ture science and technology and manpower related to research (adjusted to 
OECD definitions), he uses the number of researchers and technicians, research 
equipment and its depreciation levels as indicator for R & D input. In all three 
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main industrial sectors the GDR had lower R & D expenditure than the FRG 
and in terms of manpower the FRG was leading as well. An important factor is 
the neglect of basic research in the former GDR due to the link of academic 
research to the needs of the industry. To identify R & D output in the academic 
and state sector, the Science Citation Index, world scientific publications and an 
activity index are mainly used. Industrial R & D output is assessed by the 
number of patents granted by West German, European and US Patent Offices. 
Again Bentley comes to the conclusion of a very low performance of R & D 
output in the former GDR, referring to the number of patents in technologically 
advanced countries. The output of academic research of international recog- 
nition was weak as well. 

In his last section Bentley offers an overview on the current research and 
technology performance and the technological outlook of the five new Linder 
and emphasises the need for an active research policy by the state to attain an 
equal level of research and technology options and performances. He outlines 
present difficulties in east Germany within the transition process, the privatisa- 
tion process, the Treuhand, and so on. His policy recommendation is that the 
government has to support and stimulate the regeneration of research and 
technology in the five new Linder. 

Bentley offers an interesting and valid insight into the area of research and 
technology during the GDR’s existence and after the unification of the two 
German states due to the fact that he managed to overcome statistical problems. 
Readers who are interested in the economic and technological history of the 
former socialist part of Germany or who are interested in the outlook and 
implications of the new Germany may find this book worthwhile reading. 


Lancaster University SABINE SPANGENBERG 


MARK MASON, American Multinationals and Japan: The Political Economy of 
Japanese Capital Controls, 1899-1980 (Cambridge MA: Council on East Asian 
Studies Harvard University Press, 1992. Pp.xix + 373. £27.95). 


The economic, political and cultural bonds between the world’s two most 
powerful economies of the late twentieth century have undergone many per- 
plexing transformations over the past 140 years, and have often seemed to 
represent a classic love-hate relationship. On the American side, a growing tide 
of Japan-phobia has not only been fed by memories of the Second World War, 
but also by a realisation that as the faltering US economy’s foreign debt passed 
the $500 billion mark at the end of the Reagan presidency, much of this was held 
in the rising industrial superpower across the Pacific. At the same time, corpor- 
ate executives from Connecticut to California were reluctantly coming round to 
the view that Japanese managerial methods might be superior to those in the 
land of Frederick W. Taylor. Meanwhile, in Japan, attitudes towards foreigners, 
and Americans in particular, have seemed an enigmatic amalgam of admiration 
and suspicion — of curiosity about occidental ideas and fear of foreign domi- 
nation. The delicacy of this relationship has perhaps nowhere been more sharply 
illustrated than in the troubled history of American foreign direct investment 
(FDI) in Japan, and Mark Mason has now provided us with a richly documented 
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and engagingly written account of this subject. His book breaks new ground by 
utilising an impressive array of corporate and government records, as well as 
personal interviews, in both Japan and the USA. His arguments are compelling 
and will undoubtedly remain a considerable influence on the wider study of 
global FDI, as well as American—Japanese economic relations, for some time to 
come. 

Mason takes as his starting point the remarkable fact that Japan has, for most 
of the past century, received less FDI than any other major industrialised 
nation. Before the 1960s, this consistently amounted to less than one per cent of 
American-sourced FDI (its major investor), and even following a period of 
liberalisation, had only risen to just under three per cent of US FDI by 1980. By 
this time, accumulated FDI in Japan was only around one sixth of that in 
economies like Canada or the US itself. Recent scholarship has tended to 
suggest that foreign multinationals failed to pursue Japanese investment oppor- 
tunities with sufficient vigour. Mason, however, concludes that Japanese restric- 
tions have been far more significant in inhibiting inward FDI and that, 
particularly in the post-war era, those originating with private enterprise have 
been more important than those initiated by the state. 

This book traces the history of American FDI in Japan from 1899, when a 
treaty between the two nations allowed US companies privileged access, for the 
first time, to investment opportunities in the Japanese domestic market. 
Thereafter, Mason traces five phases in this relationship: 1899-1930, with 
relatively modest restrictions on inward US FDI; 1930-1940, with steadily 
increasing restrictions; 1940-1950, during which time restrictions reached their 
apex, both under the war-time regime and, perhaps rather surprisingly, under 
the allied occupation; 1950-70, when FDI was only allowed after intense 
government scrutiny of each case; and 1970-80, when there was a nominal 
relaxation of government-initiated restrictions, but continuing, more subtle, 
private-sector opposition to inward FDI. This sequence is illustrated with case 
studies drawn primarily from the experiences of Western Electric, Victor 
Talking Machine, Ford, General Motors, IBM, Otis Elevator, Coca-Cola, 
Texas Instruments, Dow Chemical and Motorola. 

Mason details some of the early areas of co-operation, where the Japanese 
desire to acquire foreign know-how temporarily outweighed their innate distrust 
of foreign ventures, such as Western Electric’s role in co-founding the Nippon 
Electric Co. (NEC) in 1898, primarily in order to manufacture telephone 
equipment. Through the inter-war period, however, it became increasingly 
difficult for US firms to operate their Japanese subsidiaries; a ban on foreign- 
owned car producers effectively signalling the end of Ford and GM’s activities in 
1936, while Otis found that its joint venture with Mitsui was increasingly being 
discriminated against in government elevator orders, in favour of wholly 
Japanese-owned companies. Even after the Second World War, discrimination 
continued. Coca-Cola, first bottled in Japan in 1945 for the occupying GIs, was 
prohibited to Japanese citizens, and as late as 1956, police arrested four 
employees who were accused of selling Coke to local soft-drink vendors. Mason 
concludes that more recently, in the relatively liberalised regime of the 1970s, 
American firms have still experienced residual hostility; citing the example of 
Dow Chemical which eventually abandoned plans to develop a caustic soda 
plant after protracted lobbying by Japanese producers. In all, he suggests, 
despite the rising volume of total American FDI in Japan since 1970, this has 
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mostly been achieved through relatively closely constrained joint-venture 
arrangements with local firms, and that where US firms have attempted to go it 
alone, they have rarely achieved any particular headway. 

This fascinating and instructive book is undoubtedly a notable contribution to 
the study of multinational enterprise, as well as the recent economic history of 
both the United States and Japan. It deserves to be widely read by businessmen 
and policy-makers, as well as by students and their teachers. 


University of St Andrews CHRISTOPHER SCHMITZ 


ELLEN D. LANGILL, Foley & Lardner: Attorneys at Law, 1842-1992 (Madison, 
WI: The State Historical Society of Wisconsin, 1992. Pp.xvii + 245.$35). 


Writing in the early 1890s to his son (who was then over 30 years old) the then 
senior partner of this Milwaukee law firm dismissed claims of overwork and 
stress and advised ‘Buy a horse and ride it every day, rain or shine. Dress 
warmly. Eat reasonably good food, stand and sit erect . . .’. The tone, if not the 
substance, of the commands — in essence, ‘pull yourself together’ — can be found 
in similar letters and situations in the UK; there are other parallels to be found 
in this history with the development of professional firms in the UK. There are 
also significant differences. 

Milwaukee in 1842, when Asahel Finch and William Pitt Lynde established in 
partnership the firm which today is Foley & Lardner, was a frontier village with 
a population of 2,500. It was, however, a thriving and expanding village, with 
new settlers arriving and new businesses starting up. Commercial transactions 
for them, litigation, work in connection with land transfers and, inevitably in the 
wake of the economic crisis of 1837 and crash of 1838, disputes over unpaid 
debts together provided plenty of work for Milwaukee’s lawyers, numbering in 
all 18 including Finch and Lynde. The growth of industry in Milwaukee and 
Wisconsin, the development of the railroads and of the utilities - gas and 
electricity ~ all provided opportunities for the firm which were eagerly grasped; 
the difficulties of the crisis of 1857 and during the Civil War were surmounted. 
The professional partnership formed in 1842 lasted until Finch’s death in 1883, 
despite their widely different political views which took them to opposing parties 
in pursuit of their political ambitions (with varying degrees of success). 

As investors, businessmen and community leaders, the successors of Finch 
and Lynde (he died in 1885), particularly B.K. Miller and his two sons, con- 
tinued to sustain the reputation of the firm and its work in the fields of corporate 
and trust work and litigation until after the turn of the century. There followed a 
period when new government regulations and taxes for corporations required 
increasingly expert legal guidance, provided by the firm, now Miller, Mack & 
Fairchild, the name under which it operated from 1906 until 1951. The firm’s 
profits in 1932 at some £49,000 were not far short of the £50,000 plus of the City 
firm, Linklaters & Paines, in that year, but the US firm’s revenues dropped 
dramatically in the early years of the US depression. 

After 1945 the firm grew rapidly and, as in the UK, new areas of practice such 
as intellectual property developed. From the 1970s it increasingly became a 
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national firm through mergers with firms in other states including Florida, 
Chicago and Virginia. In 1990 it entered into an international strategic alliance 
with firms in London, Paris and Stuttgart, giving it connections also elsewhere in 
Germany and in the Far East. 

Well researched and referenced, the chronological structure of the book is not 
always as clear as it might have been. The illustrations are conservatively chosen 
~ and a map or two would have helped — and even more conservatively 
presented. The list of partners lacks clarity as to the actual dates of partnership. 
But I read it with enjoyment and sustained interest. 


Oxford Brookes University JUDY SLINN 


W. MARK FRUIN. The Japanese Enterprise System: Competitive Strategies and 
Co-operative Structures (Oxford: Clarendon Press, 1992. Pp.xii + 397. £40). 


This book can be seen as the ‘fourth leg’ to Chandler’s Scale and Scope. 
Professor Fruin — the historian of Kikkoman and author of a forthcoming study 
(Knowledge Works) of Toshiba’s Yanagicho factory — generously acknowledges 
Chandler’s intellectual influence and adopts the same top 200 firms structure for 
his analysis of Japan. Appropriately for the latecomer industrialiser, he takes 
the story beyond the 1918, 1939 and 1954 benchmarks corresponding to 
Chandler’s for the US, Germany and the UK, to include 1973 and 1987 for 
Japan. His achievement leaves one breathless with admiration at the depth of 
his scholarship both in Japanese business history and social science 
methodology. 

Japanese business history does, of course, present the historian with stylised 
facts which compel a re-evaluation of the Chandler framework and, at the very 
least, modification of some central theses. Japanese firms, Fruin points out, are 
smaller, less diversified, less multidivisional and have a denser network of inter- 
firm relationships and internal structures that differentiate them from the gener- 
ality of their Western counterparts. Thankfully, he resolutely refuses to tread 
the usual Japan guru path of identifying single-factor explanations of the pecu- 
liarities of the Japanese. His ambitious and eclectic attempt to reinterpret the 
twentieth-century Japanese business experience is based firmly on historical, 
contingent and multi-causal specifics of development. The keystones are case 
studies of Toshiba’s ‘focal factory’ as a learning organisation (Chapter 6) and of 
Toyota’s ‘Kanban’ inter-firm network (Chapter 7). 

The chronology of key turning points is sometimes rather lost in the discussion 
of the principles of inter-firm networks and would have benefited from more 
aggressive editing. I found Kazuo Wada’s account of the historical development 
of Toyota’s relationship with its suppliers (Japanese Year Book of Business 
History 1991) somewhat more convincing as well as more readable. The con- 
cluding chapter shows the author can equal this: it should be on every under- 
graduate reading list concerned with twentieth-century Japan. Yet in earlier 
chapters my attempts to tease meaning out of a complex book sometimes simply 
failed. Ambiguously confusing sentences do not help unravel key issues like the 
small extent of financial interrelations in inter-firm networks: “Toshiba has ties 
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to over 600 affiliated and subsidiary companies in which it holds some financial 
stake in about 100 (20 to 49 per cent in the case of affiliates, and 50 per cent or 
more in the case of subsidiaries)’ (p.20). It is also less than helpful to read that 
‘Bright, well-trained and ambitious university graduates did not enter major 
corporations by the hundreds . . . until the 1960s’ (p.62), while sources referred 
to later (pp.81, 120) apparently cast doubt on this, particularly when one source 
on pre-1920, is mystifyingly summarised thus: ‘an overwhelming 75% [of gradu- 
ates] went into industry (9,961 compared to 3,601 individuals’ (p.81). The 
book’s great strength is its explanation of the strategic and operational interde- 
pendence of Japanese firms in terms of the historical conditions of resource 
scarcity, technical backwardness and the need for collective risk bearing. Fruin 
convincingly argues for a kind of Gerschenkronian institutional substitution 
(though rejecting Gerschenkron’s stress on encompassing or large scale develop- 
mental institutions, p.305). He then shows how such institutional substitutes 
may develop characteristics which excel even when the conditions of backward- 
ness are overcome. The key here is organisational learning. This phrase is 
rapidly becoming for modern business historians what ‘proto-industrialisation’ is 
to their early modern counterparts: it needs careful watching if it is not to 
become an empty economic box. Is it merely a synonym for ‘doing business well 
in a way the author cannot quite describe’? Fruin enables us to answer emphati- 
cally in the negative: presenting one of the best historical expositions of the 
development of organisational capabilities in any country’s historiography. 

Those of a more theoretical bent will find the historical, contingent and multi- 
causal model of Fruin too over-determined to be analytically convincing. Those 
wanting a clearer picture of the post-war Japanese business system would 
perhaps do better with Hiroyuki Odagiri’s Growth through Competition, 
Competition through Growth from the same publisher. Historians, however, will 
rightly adopt Fruin as their Japanese bible, though they must hope for a revised 
edition, removing the blemishes and perhaps more firmly edited to make the 
narrative and analytical exposition somewhat clearer to users with little back- 
ground knowledge of Japan. 


London School of Economics LESLIE HANNAH 


JAPAN SCIENCE FOUNDATION, US-Japan Comparison in National Formation and 
Transformation of Technology Centering Around Mass Production Systems, 
1900-1990 (Tokyo: Japan Science Foundation, 1992. pp.213. No Price given). 


This volume comprises papers and commentaries from a small workshop mark- 
ing the first year of ‘Research and Studies on Worldwide Technological 
Exchange’, an initiative funded by the Japan Science Foundation to formulate 
guidelines on technology transfer between developed nations. The major 
themes covered are general history, management, international relations and 
current issues, and are complemented by the texts of two keynote speeches: 
Totsuya Kobayashi on ‘The characteristics of Japanese Mass Production’, and 
Melvin Krantzberg on ‘Technology Transfer and Industrial Growth: Lessons 
from the Past for the Future’. 
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The questions addressed in the volume and the overall aims of the initiative 
are very ambitious and too all-embracing to be covered in under 220 pages. 
Moreover, the summaries of the workshop sessions make uncertain reading, 
partly because of the nature of the tasks set to the authors and partly resulting 
from the haste with which the volume appears to have been produced (without 
much attention to editorial consistency or linguistic difficulties). Nevertheless 
some of the individual papers may be of interest to business historians. Bruce 
Sinclair argues persuasively for the help provided by international exhibitions in 
understanding how the technical community itself identifies ‘modern’ solutions 
to technical problems, while Kazuhide Okada sheds useful light on the introduc- 
tion into Japan of Taylor’s methods of scientific management in the 1910s and 
1920s. Also, in bringing together historians and sociologists, as well as mixing 
case studies — for instance of production in Sony and of mass production in 
American furniture manufacture — with wider themes, such as the Japanese 
‘system’ in the global history of technology, the book attempts to provide insight 
into the persistent questions of how, and the extent to which, the present can 
learn from the past. That it is not entirely successful is hardly surprising; but the 
commitment to interdisciplinary and international collaboration which it rep- 
resents is nonetheless welcome. 


Agricultural and Food Research Council, Swindon MARI WILLIAMS 


CHARLES P KINDLEBERGER, Mariners and Markets (Hemel Hempstead: 
Harvester Wheatsheaf, 1992. Pp.xvii + 109; illus. £19.99). 


The aim of this book is to examine the efficiency of the market for seafarers 
before the coming of steam in order to test the popular view that it conformed to 
the neo-classical stereotype of a market kept in equilibrium by the forces of 
supply and demand, with the emphasis in this case on the multitude of factors 
governing supply. Clearly this is a complex subject covering the seventeenth to 
the nineteenth centuries and including a wide range of countries. Furthermore, 
there is not one market but a group of markets for the manning of fishing boats, 
merchantmen, East Indiamen, slavers, navies and so on. For this period sources 
were also very patchy and inconsistent and this made it necessary to limit the 
exercise to certain geographical areas of North America and Europe. 

Coverage of the many factors affecting the efficiency of the market includes a 
very detailed survey of the treatment and way of life of sailors insofar as these 
determined the attractiveness of the job. It was necessary to consider economic, 
sociological and medical factors such as wages; discipline and brutality; food and 
the supply of drinking water; the effects of abstinence and lack of sex; diseases, 
injury and shipwreck. All the evidence points to the fact that conditions were 
not sufficiently attractive to ensure an adequate supply of recruits. Manpower 
was further reduced by desertion, mutiny and piracy. Numbers had therefore to 
be made up by drugging and kidnapping, crimping and the use of press gangs. 
During the age of sail governments intervened to some extent to protect 
shipowners but they did little to improve conditions for sailors who were often 
regarded as a sub-human species. Unions could not work effectively either 
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because the workforce was too mobile and scattered. It was only with the 
coming of steam that mariners began to benefit from unions and from govern- 
ment protection. 

A wide range of published sources has been analysed and condensed into 90 
pages of text plus a bibliography and index. The result is a very useful and 
readable digest of the literature and a convincing set of arguments showing that 
the market for seamen before the age of steam was indeed very imperfect. 
Business historians with an interest in the shipping industry will welcome this 
addition to the growing number of studies of the maritime labour force. 


University of Liverpool SHEILA MARRINER 


JOHN CANTWELL (ed.), Multinational Investment in Modern Europe: Strategic 
Interaction in the Integrated Community (Aldershot: Edward Elgar, 1992. Pp.xiii 
+ 397. £35). 


This collection of essays is the product of collaborative studies and seminar 
meetings held over four years, and focuses on the central theme of the growth in 
foreign direct investment (FDI) which has been so marked in recent years. This 
indicates the topicality of the issue. The substantive economic problem lies in 
the growth of this phenomenon rather than trade and licensing agreements 
which might be more readily predicted for an era of economic integration. But 
between 1983 and 1989 FDI, principally between Japan, the European 
Community and the United States, grew at almost 30 per cent per year, far 
above the growth rates of world output or exports. 

While the exchange between the latter two centres was symmetrical in the 
1980s, both sustained a large net inward flow from Japan. Ozawa explains this in 
terms of growing compatibility between these economies, in incomes and tastes, 
and in the capacity of domestically based producers to respond to the specific 
demands of local markets. This represents a new phase of industrialisation, in 
which flexible production structures offer a variety of custom-made products 
providing the advantages of traditional crafts but with far lower unit costs. 
Acocella offers a theoretical explanation for the direct investment strategy of 
multinationals. Market penetration by taking over a local producer has a 
number of advantages over exporting. [t eliminates a competitor, is better able 
to sustain monopoly profit, while the removal of trade barriers increases compe- 
tition and cuts trade profits. 

There is plenty of empirical evidence to support a direct investment strategy. 
Yannopoulos expounded the view that the elimination of trade barriers in the 
European Community at the end of 1992 provided MNEs with an opportunity to 
gain from integration by rationalising production throughout the Community by 
regrouping in the most favoured locations. They also sought to develop world- 
wide networks sufficiently large to provide the critical mass required for efficient 
production. 

Other papers provide case studies for industries and regions. Belgian metal- 
working production became increasingly international, attracting inward invest- 
ment and selling 86 per cent of its output across national boundaries. Both Spain 
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and Portugal became recipients of investment as manufacturing platforms giving 
access to the Community market to Japanese and American producers. In 
Portugal the government helped this development process by investing in the 
infrastructure, incidentally providing a warning to less prescient admini- 
strations. 

The prospect of a single European market stimulated activity in the banking 
sector, each institution seeking to preserve its domestic market and expand 
abroad. The main strategy adopted took the form of international alliances such 
as that between the Royal Bank of Scotland and the Banco Santander. There 
were many similar alliances or mergers. BSN, the large French agro-industry 
group, joined with the Italian Agnelli group to finance the joint acquisition of 
several major Italian producers of pasta, cheese, beer and mineral water. 

The final paper, by Dunning, examines the policy implications of these 
developments for the European Community identifying two major possible 
strategies. One would be to press the poorer nations to improve their income 
levels and welfare provision to the level of the richer members. This would cut 
FDI and divert resources away from the Community. Alternatively, the more 
prosperous nations could cut their tax rates to increase competition which would 
attract investment. Either outcome seems likely to be determined by policy 
strategies which remain uncoordinated between member countries. 

This is a diverse collection of papers, some theoretical, others empirical or 
descriptive While they concentrate primarily on the late 1980s, some do trace 
developments back to the 1950s or even to the beginning of the century. They 
are all stimulating and the quality is high. There 1s plenty here to interest 
business historians, and some important issues to be considered. 


University of Aberdeen C.H LEE 


ADELE HAST, DIANE B PASCAL, PHILLIPPE A BARBOUR and JESSICA GRIFFIN 
(eds.), International Directory of Company Histories, Volume V (Detroit and 
London: St James Press, 1992. Pp.xiv + 884. £85). 


Retail and wholesale trade, rubber and tyre manufacture, telecommunications, 
textiles and apparel, tobacco, transport services, utilities, waste services: these 
are the sectors covered in the latest (and presumably the last) volume in this 
useful series. The format and inclusion criteria remain the same, so that, with 
few exceptions, the accolade is given to those companies that have achieved a 
minimum of US $2 billion in sales. In addition, major state-owned companies 
that operate much like public and private companies are included. The statistical 
data covers a period up to December 1991. Publication does not depend in any 
way on company endorsement. 

The editors have obviously made considerable efforts to secure the services of 
leading authorities in business history and this is fully reflected in the quality of 
the contributions. There are, for example, excellent entries for Au Printemps, 
Courtaulds, Dixon Group, Great Universal Stores and British Rail. The general 
standard is high, though there are some lapses. British Telecommunications 
provides a striking example of a below-par entry. In a final flush of exuberance, 
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the author completes her account thus: ‘Technological resources multiply with 
magic speed, political and economic change is everywhere, and new paths are 
being cleared. BT, like the enthusiastic figure in its logo, is bounding forward’. 
It is doubtful whether UK telephone subscribers would join in such a claim. 
One thing that this volume reveals is that enormous opportunities exist for 
major studies in business history in the fields of retailing and distribution. 
Furthermore, the successes of companies such as Great Universal Stores, 
Littlewoods and Michelin, stand as warning to those historians of the corporate 
economy who are quick to write off the potential of family-controlled firms. 
The whole series is served by an excellent index to companies and persons. 


University of Bristol B.W.E. ALFORD 
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Marketing Strategy and the Competitive Structure of British 

General Insurance, 1720~1980, by Oliver Westall 

This paper surveys the evolution of marketing strategies in British 
general insurance from 1720 to 1980. Its emphasis is on the way in which 
the methods used evolved in response to problems created by the 
structure and conduct of the market. This can help explain ‘stages’ in the 
evolution of marketing. It shows how the four main strategies of pre- 
mium rate competition, collusion, merger and non-premium rate differ- 
entiation interacted and predominated in different periods. It focuses 
particularly on the creation of branch office organisations. This forward 
integration was created by the success of formal collusion in the late 
nineteenth century. It contracted when premium rate competition, 
mergers and legislation eroded formal collusion in the 1960s and 1970s. 
The paper concludes that the assumption that forward integration can 
be seen as an internalisation that solely yielded welfare benefits must be 
resisted. It also suggests that marketing history must not be studied in 
isolation, but involves the whole business environment within which it 
develops. 


Small Businessmen and their Credit Transactions in Early Nineteenth- 
Century Britain, by David A. Kent 


This article uses a little known body of material, which was generated by 
the operation of the Insolvent Debtors Courts, to examine the business 
practices of artisans, shopkeepers, publicans and other small business- 
men. It is suggested that the experience of these business failures sheds 
some light on the dealings of that myriad of small businessmen who 
nourished the demand side of the economy during the Industrial 
Revolution. The ubiquity of credit transactions at the lowest level of 
enterprise and the economic vulnerability they indtced are demon- 
strated and the whole problem of credit management is considered. 


Restrictive Practices on the Shopfioor in Britain, 1945-60: Myth and 
Reality, by Nick Tiratsoo and Jim Tomlinson 


It is widely assumed that shopfloor restrictive practices were both 
pervasive and very damaging in post-war British industry. Indeed, this 


point has been repeated by both politicians and academics, receiving 
perhaps its most sophisticated exposition in the work of Mancur Olson. 
However, a review of the contemporary evidence reveals that such an 
interpretation is almost wholly erroneous. Some commentators made 
much of restrictive practices in the 1940s and 1950s, but their accounts 
are hardly convincing. On the other hand, a range of more comprehen- 
sive enquiries into the problem consistently showed that it was of limited 
importance. Serious restrictionism, in fact, was confined to a very few 
sectors — the printing industry, the docks and shipbuilding — and cannot, 
anyway, be explained simply in terms of labour intransigence. These 
facts clearly need to be incorporated in future accounts of Britain’s post- 
war industrial decline. 


SURVEY ARTICLE 
British Business History: A Review of the 
Periodical Literature for 1992 


JOHN F.WILSON 
University of Manchester 


The 1992 periodical literature, both specialist and general, has con- 
tinued to provide historians with a wide range of insights into the 
evolution of British business. 'Of particular note is the success with 
which accounting history is growing, while interest in the financial sector 
certainly appears to have been progressing rapidly. Chronologically, a 
pre-1914 bias still appears to prevail, but the general hypotheses of 
certain Harvard business historians have prompted more adventurous 
research on the twentieth century, leading to important re-evaluations 
of their work. Chandlerian interpretations remain a vital focus of British 
business history, and it is interesting to see how the periodical literature 
continues to reflect this. Theoretical discussion, however, languishes in 
the doldrums, illustrating how empirical research still preoccupies 
British business historians. Clearly, until more is known about the way 
firms were managed and financed this will continue to be the case. 


U 
THE MANUFACTURING SECTOR 


An area of continued interest for British business history is the textile 
factory, long seen as a symbol of the organisational changes affecting 
British business from the late eighteenth century. Of course, as 
Chapman has demonstrated when describing how the Robinsons built 
their Nottinghamshire linen mills in the late 1770s, by that time proto- 
industrial factories had already been in use for at least 30 years.’ On the 
other hand, in his history of the Vanner silk business (extending up to 
the 1970s), he shows how this industry continued to operate along the 
old putting-out system until the 1830s.” In the Leicestershire hosiery 
trade, however, Wykes relates how ‘a form of industrialisation before 
industrialisation’ was emerging from the early eighteenth century,’ with 
the greater concentration of production arising as a result of the demand 
pressures exerted by an expanding market. In the north-east of 


Business History, Vol.36, No.2 (1994), pp.1-19 
PUBLISHED BY FRANK CASS, LONDON 


2 BUSINESS HISTORY 


England, of course, large-scale enterprise in the metal-working and coal 
trades developed earlier than in any other part of the country, but Evans 
is concerned to emphasise how ‘the region sustained a myriad of lesser 
concerns’ which reflected the fluidity of the first ‘industrial society’.* 
This study of the eighteenth-century Bedlington iron works demon- 
strates how production technologies were much more artisan-based than 
they were 100 years later, even though successive entrepreneurs experi- 
mented with various ideas which eventually led to the greater concen- 
tration of production. 

This work on eighteenth-century industry is useful in highlighting how 
businessmen coped with the organisational challenges associated with 
the rise of new methods of production. Similarly detailed investigations 
by Trinder, in examining the Ditherington flax mill at Shrewsbury, has 
also brought us closer to a clearer typology of mill evolution from the 
earliest Arkwright-type mills, building on the earlier work of Tann and 
Chapman.” This typology emphasises the importance of access, lighting 
and sanitation systems in their design, but it does not take account of 
later influences on mill design: by the Napoleonic Wars, as Watson 
describes, engineering firms like Fenton, Murray & Wood were offering 
a complete flax mill package which comprised a steam engine, machin- 
ery and iron-framed body;° and by the late nineteenth century specia- 
lised mill-designers and builders like Stott & Sons of Oldham were 
utilised extensively as this image of the era continued to evolve.” One 
must also include in this story the role played by fire insurance compa- 
nies. As Pearson reveals, as a result of many cotton manufacturers 
investing in, and becoming directors of, these ventures in the period 
1790-1840, both industries were able to benefit from the shared experi- 
ence in mill design and the calculation of risk. Pearson goes on to make 
some unsubstantiated claims concerning the impact on productivity in 
cotton mills on which much more work is required. There is, however, 
little doubt about the beneficial impact of fire insurance on the industry, 
and the detailed research into the records of Manchester Fire & Life and 
Leeds & Yorkshire Assurance deserves close attention. 

The crucial theme arising from these articles is the growing degree of 
interaction between production and support services, a subject of great 
importance when examining technological diffusion. Business historians 
can profit enormously from understanding the processes of technologi- 
cal diffusion, because it gives them an insight into the very dynamics of 
industrial capitalism. This comes through in the work of Griffiths, Hunt 
and O’Brien, who argue that an analysis of eighteenth-century textile 
patent statistics reveals how ‘businessmen and inventors created 
demand through product innovations and improvements’.? They refuse 
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to accept any role for consumer demand, substantiating the Mokyr 
thesis that supply-side factors were more important in stimulating the 
rise of eighteenth-century industry.’° No doubt others will disagree, but 
in relation to the work reviewed earlier it can help to explain why 
entrepreneurs invested in new types of industrial organisation, perhaps 
reviving a Schumpeterian interpretation of investment at that time. 

Technological diffusion was clearly a major dynamic force in the 
process of industrialisation, but there is often disagreement about the 
ways in which it might operate. Macleod has been investigating this 
subject, and argues that in mechanical engineering the relationship 
between suppliers and customers was vital to the process of technologi- 
cal diffusion at the time of rapid growth for the industry between 1850 
and 1914.1! Jeremy minimised the role of textile machine-makers in this 
respect, particularly with regard to the export trade,'? but Macleod is 
able to reveal how in a growing number of engineering-related indus- 
tries businessmen recognised the value of allowing machine-makers to 
bear the risk of developing new processes. The reform of patent law in 
1852 facilitated this process, by encouraging an increase in applications, 
and on the grounds that ‘maker-inventors’ were more likely to promote 
diffusion than ‘user-inventors’ her supply-side explanation helps to 
explain why Britain’s capital-goods sector expanded so rapidly there- 
after. 

Another interesting case of technology diffusion is provided by 
Garnsey, in describing how a Cambridge scientist, Norman de Bruyne, 
established the Cambridge Aeroplane Construction Co. in 1931 
(renamed Aero Research Ltd. in 1934) and proceeded to develop a 
thriving business based on ‘a distinctive group dynamic’.'* The venture 
was so successful that by 1947 Ciba had taken a substantial sharehold- 
ing, but it was careful not to interfere too much with the existing 
management, mainly providing a significant boost to both funding and 
marketing. In recent years, this marriage of academic and commercial 
interests has become a common feature of high technology industries, 
and while little evidence on profitability and general performance is 
provided for Aero Research the article illustrates how a pioneer devel- 
oped his approach towards product innovation, establishing de Bruyne 
as a useful role-model for others to follow. 

This work on technological diffusion is extremely valuable, but in one 
respect it falls down, particularly in its failure to examine the issue of 
‘managing change’, and in a wide-ranging essay Whipp and Pettigrew 
analyse eight case studies to illustrate how this is done in different 
industries. The main aim of their project is to link the competitive 
performance of British firms to their ability to adapt to major changes in 
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their environment, and while they would not describe themselves as 
business historians Whipp and Pettigrew utilise concepts like strategic 
change which the discipline could profitably exploit. The case studies 
reveal that what they call ‘the translation process’ undergone by all firms 
introducing a new idea is characterised by a series of stages in which 
continuous re-evaluation of aims and methods is essential if the strategy 
is to succeed. Jaguar in the 1970s is regarded as a good example of this 
approach, but performance in the other sectors (merchant banking, 
publishing and life assurance) is uneven, leading Whipp and Pettigrew 
to suggest various improvements to the ‘translation process’.!© They are 
especially concerned to inculcate into managers’ actions the need to 
learn and adapt from a full assessment of a project, linking strategic and 
operational change as a key to success. 

Of course, innovations require a marketing strategy of they are going 
to make any impact on potential users, even if, as in the case of Boulton 
& Watt, they possess a significant competitive advantage over their 
rivals. Tann and Aitken have described how this firm exported 225 
steam engines between 1775 and 1825, using agents in countries like 
India to secure orders and compensate for the occasional slumps in 
British economic activity. It was very much ‘a case of technology- 
push’, ?” and this, they claim, refutes the argument of Cain and Hopkins 
that ‘Britain’s presence overseas can be seen as an expression of her 
failure to dominate her chief competitors, and especially to prevent 
their industrialisation’ .'® 

The debate about ‘gentlemanly capitalism’ will continue, but it is 
interesting to see that Boulton & Watt engaged in marketing. In relation 
to what might be described as the condenser-steam engine of its day, the 
stored-programme mainframe computer, Tweedale argues that the 
Ferranti computer department failed because the company did not 
commit sufficient resources to this function.‘? Perhaps they ought to 
have spent more time persuading companies like Prudential Assurance 
to invest in computers, because Campbell-Kelly describes how this firm, 
working closely with Powers, had been using large numbers of office 
machines since the 1920s. Unfortunately, though, the insurance 
industry remained wedded to outmoded office routines until the 1970s, 
revealing the conservative nature of the British market while the com- 
puter was emerging, Many historians have criticised British business in 
general for its marketing deficiencies,’ and Tweedale identifies this as 
one of the principal causes of the ‘British disease’, namely, the failure of 
manufacturers to exploit any competitive advantage they might hold.”” 
Ferranti had certainly gained a technological and commercial lead over 
its American rivals by 1951, as other authorities have related.” Yet by 
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1963 it had sold the civil side of the business to ICT, concentrating 
instead on a profitable defence computer business which flourished over 
the following 25 years. 

There may well have been marketing failures at Ferranti, but 
Tweedale’s research raises the challenging question of whether, when 
faced with the enormous competitive advantages secured by the 
American computer industry as a result of substantial government 
assistance, firms ought to work in the long-term interests of the econ- 
omy, rather than take commercial rational decisions. Clearly, however, 
British marketing was generally deficient, a point touched on by Taylor, 
who reveals how during the inter-war era ‘John Bull’ as a slogan became 
‘a hardy perennial of the advertising world’.24 The period was one of 
growing economic jingoism, especially in the Conservative Party, and 
‘John Bull’ would feature prominently in the activities of organisations 
like the Empire Marketing Board. Taylor, however, argues that this was 
only a means of making up for the marketing deficiencies of British 
business, rather than part of a much broader strategy. 

If marketing was an area of weakness, it is increasingly being recog- 
nised that British business was not as slow as formerly argued in the 
development of accounting techniques.” Fleischman and Parker, using 
the available company records, have done much to demonstrate how in 
the iron industry, for example, ‘a rich tapestry of [cost accounting] 
practices’ can be found in the period 1760-1850. The limited capital 
and credit markets, combined with the industry’s distinctly regional 
character, was pushing firms as far apart as Carron, Cyfathfa, Dowlais 
and Coalbrookdale to develop more effective means of controlling the 
resources at their disposal, revealing ‘clear evidence of purposeful 
costing activities’. This significantly affects our understanding of 
managerial control at this crucial time for industrial capitalism. It con- 
tradicts the conventional view that early industrialists did not follow 
such paths, and it is very much in the interests of business history that 
accounting history should develop further. 

In the same vein, one of the leaders of the accounting history move- 
ment, Dick Edwards, has extended our understanding of how conven- 
tions in that profession evolved in the nineteenth and early twentieth 
centuries. While Italian merchants are rightly acknowledged as the 
originators of double-entry book-keeping, Edwards claims that British 
businessmen were ‘the instigators of modern financial reporting tech- 
niques’.”® Progress in this field was facilitated by the easy transfer of 
accounting conventions and personnel between the public and private 
sectors, and, even though the 1856 Companies Act dropped the compul- 
sory requirement to produce a balance sheet which had been imposed 
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by its 1844 predecessor, British reporting continued to improve as the 
century progressed. Boyce has even claimed that by the period 1898- 
1914 British steel producers were using accounting techniques to help 
fashion corporate strategy, in much the same way as their American (du 
Pont excepted) counterparts.”” He only uses two case studies (South 
Durham Steel and Cargo Fleet Iron) to substantiate this claim, speculat- 
ing on just how representative they were, but it is yet further evidence of 
the progress made in what is a crucial area of management. 

Published work on British multinational operations was relatively thin 
on the ground in 1992, in spite of the considerable amount of research 
effort being invested in this area. In Business and Economic History, 
however, there were two articles of relevance to this theme, on Rio 
Tinto and on the oil industry. Gomez-Mendoza provides a classic 
example of the difficulties multinationals experience in dealing with 
foreign governments, illustrating how the Francoist government in 
Spain of the 1940s continually frustrated Rio Tinto’s efforts to develop 
its ore mining operations.” Under-investment during the 1930s and the 
political and social upheaval arising from the Civil War also contributed 
to the difficulties, but Franco’s drive towards self-sufficiency inhibited 
strategy materially. At the same time, British government policy proved 
equally unhelpful, in that little support was forthcoming for the com- 
pany. On the other hand, according to Corley, in the development of oil 
supplies the British government, in securing ownership of British 
Petroleum as early as 1914, contributed significantly to the creation of a 
successful industry.2! Corley also argues that Britain ‘had to live with 
expensive oil’ as a result of its policies, while in the USA there was much 
closer harmonisation between state and oil companies, but whatever the 
relationship it is apparent that governments ignored these sophisticated 
organisations ‘at their peril.” 


ani 
FINANCE AND CORPORATE CONTROL 


Complementing this revitalised interest in accounting developments, a 
considerable amount of research is now being undertaken to unravel the 
mysteries inherent in explaining the evolution and role of Britain’s 
financial sector. Winterbotton and Turton, for example, have provided 
a brief history of the Sheffield & Rotherham Bank from its inception in 
1792 through to absorption into Williams & Deacons in 1907.” 
Typically, the bank was formed by local industrialists, principally the 
Walker family of Rotherham, and its fortunes were closely tied to the 
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iron and steel trade of the two towns, further substantiating what we 
know of the sector at that time. Also useful is Ziegler’s contribution to 
our understanding of the causes and consequences of the 1878 banking 
crisis, because in opposing the views put forward by Collins he reopens 
the discussion of what was a crucial event in British banking history.” It 
is apparent from Collins’ reply to this article that much more research is 
needed before we can fully understand the complexities of the London 
money market and the role played by the Bank of England. It must be 
borne in mind that Ziegler ignores the Bank’s extensive activities at such 
times, while correctly commenting on the former’s ability to absorb 
provincial demand for extra credit.’ 

A fascinating way of using banking history research is provided by 
Dow and Smithin, who apply their detailed work on early Scottish 
banking to participate in the current debate surrounding the need for 
free banking in the major industrial economies.*° Free banking is here 
defined as an ‘unregulated banking system whose liabilities perform 
many functions without the backing of reserves issued by a central 
bank’, and while authorities like White claim that Scottish banking up to 
1845 can be used as an example of how such a system can work 
effectively,” Dow and Smithin argue that this cannot be corroborated 
by the facts.*8 This is an excellent illustration of how business history 
can be seen as an essential weapon in economic debates. Dow and 
Smithin, by providing the vital evidence on how an allegedly free 
banking system actually operated in practice, clarify issues which can be 
clouded by speculative interpretations. 

This applied approach towards business history has long been advo- 
cated by many practitioners as a means of expanding the discipline’s 
impact and popularity,’ and Mowery’s analysis of the links between the 
financial environment and corporate innovative performance provides 
another example of the benefits to be gained from inter-disciplinary 
work.*° Mowery is specifically interested in assessing whether the views 
of Gerschenkron on ‘relative backwardness’, and those of Chandler on 
corporate evolution, provide a more useful insight into his subject than 
the work of economists. His article, investigating the historical develop- 
ment of corporate structures and their interaction with financial insti- 
tutions in the USA, Britain, Japan, France and Germany, should be 
essential introductory reading for students looking for a broad overview 
of this complicated issue. It reveals the potential in business history as a 
means of broadening debate in other disciplines, and even though 
Mowery actually concludes that the historical evidence provides no clear 
answers to the issues discussed this should not distract others from 
trying the same approach. 
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Unfortunately, though, in 1992 no more successes have been achieved 
along these lines. Two journals, Oxford Review of Economic Policy and 
Oxford Economic Papers, devoted entire issues to the subject of finan- 
cial markets,*! but no business historian contributed to either volume, 
even though work on a range of related issues has been produced. 
Roberts, for example, has reopened the debate relating to the reasons 
why takeover bids emerged on the British capital markets after 1949, 
demonstrating how ‘an institutionalised market for corporate control’ 
developed as a result of the self-regulatory framework imposed by the 
financial community in 1959.** In the same issue of Business History, 
extending the analysis presented in his most recent monograph, 
Chandler has argued that when such a market emerged in the USA 
during the 1950s and 1960s a short-termist approach towards investment 
decisions arose out of the need to protect businesses, and managers’ 
positions, from the threat of a takeover.*? This ‘institutionalised market 
for corporate control’ consequently restricted the competitiveness of 
American business, because it forced managers to defy what he calls 
‘the logic of industrial growth’, namely, making the three-pronged 
investments which Chandler feels were so essential to their initial rise as 
world leaders.” It is perhaps surprising that Chandler makes no use of 
Marris’s work on the theory of managerial capitalism in making this 
point.** He does, however, provide another useful insight into how 
financial markets can influence business activity, leading Roberts to 
conclude that British business made a mistake when institutionalising 
takeover bids in 1959.46 

Of course, attacks on the unhelpful nature of British financiers are not 
new, but more evidence is required before any conclusive judgements 
can be accepted, especially in relation to the way in which the City 
operated. An interesting contribution to this debate has been provided 
by Bowen, who relates how there was some debate during the eigh- 
teenth century about the need to regulate the activities of City insti- 
tutions, largely because speculators were often blamed for the 
succession of crises affecting the country.*® The real problem was widely 
perceived to be the stockjobbers, who allegedly worked in secret associ- 
ations with the sole intention of manipulating prices. Yet Bowen is 
careful to point out that there is little evidence to support these contem- 
porary accusations, and the state is more culpable in failing to develop 
any effective regulations. This laissez-faire structure was to remain in 
place for many decades to come, and Bowen argues that this had long- 
term implications for the manner in which the City evolved as a quasi- 
independent sector of the economy which operated only in its own 
interests. 
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Certainly, City interests remained extremely influential in the nine- 
teenth century, but Howe is sceptical about the claims of Cain and 
Hopkins regarding the degree to which Britain’s continued commitment 
to Free Trade was a result of financiers blinding politicians to economic 
realities. Indeed, he shows how the City was predominantly protectio- 
nist until the 1840s, and although it would be fair to say that financiers 
exploited the laissez-faire regime as effectively as any sector, Howe 
notes that Free Trade was sustained more by industrial, commercial and 
electoral pressures up to the First World War. Yet many still feel that 
City institutions failed to support British business adequately before 
1914. As Boyce demonstrates, however, when looking at the manner in 
which shipowners financed their operations, access to either private 
sources of capital or bank loans provided all the capital required.” This 
article also looks at the half-hearted approach towards merger strategy 
in the shipping industry, providing yet more evidence of the British 
businessman’s reluctance to lose control of operations to ‘outsiders’, 
and revealing the existence of sophisticated information channels in the 
private capital markets which could be easily tapped when required. 

If the City preferred to operate in a passive mode in the pre-1914 
period, Bowden and Collins are prepared to argue that during the inter- 
war period there is evidence of a more proactive strategy emerging, 
particularly at the Bank of England.*! Of course, several historians have 
already revealed the interventionist tendencies of this powerful insti- 
tution at that time, and, although some have criticised its Governor, 
Montagu Norman, for failing to overcome more traditionalist influences 
within the Bank,’ Bowden and Collins reveal how he provided a 
significant boost to the development of hire purchase. The chosen 
vehicle for this strategy was a well-established hire purchase company, 
United Dominion Trust, and although they conclude that only ‘very 
limited success’ was achieved this is attributed more to market problems 
than to the Bank’s actions. 

During the inter-war period, Jones describes how the Bank of 
England was also heavily involved in ‘promoting, subsidising and own- 
ing a number of multinational banks’, acting as the arm of public policy 
in attempting to control this substantial sector.” The Treasury had 
worked actively to prevent a mixture of domestic and overseas banking, 
but because British multinational banks came under increasing competi- 
tive pressure after the First World War the government was willing to 
provide some assistance, helping to form the British Trade Corporation 
(BTC). This institution, while not called a bank, was a response to the 
need for more integration within the financial system, but even though 
the BTC was acquired by the Anglo-Austrian Bank the venture was 
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never a great success. Similarly, even though the Bank of England was 
in favour of more mergers among multinational banks, both in the inter- 
war and post-1945 eras, it did little to force the pace, preferring instead 
to concentrate on its central aim of creating a stable domestic environ- 
ment. This ‘hesitant and ineffective’ stance, according to Jones, was 
largely responsible for the relative decline in international importance 
of British-owned banks, providing yet another example of how public 
policy proved detrimental to the country’s interests. 

Public policy also had a major role to play in dictating banking 
strategy during the 1950s, because, as Ross reveals, the government’s 
extensive use of macro-economic demand management policies con- 
strained freedom so badly that considerable uncertainty crept into the 
relationship between banks and their customers." The impact of suc- 
cessive balance of payments and sterling crises has been explained by 
others,” but Ross provides a more detailed insight into how the controls 
exercised by the Treasury over bank lending in the 1950s resulted in 
customers running to other sources of funding. Indeed, he argues that 
‘the banking system was under retreat’ at this time, concluding that ‘the 
long-term restrictions on the functions and alternative avenues of com- 
petition which were imposed on the banks encouraged apathy and 
blunted the sharpness of British banks’ entrepreneurial and inventive 
thinking." This would clearly have long-term implications for bank- 
industry relations, and in assessing both business development and 
general economic performance one must be aware of such institutional 
constraints in formulating decisive conclusions. 


IV 
ELITES 


Although relatively little is yet known about the general history of 
management as a profession in Britain, the railway executive has been 
extensively examined.*° Hughes is able to provide more information on 
the directors of the London & North Eastern Railway Co. after its 
creation as a result of the 1921 Railways Act.” Continuing his fine work 
on Sir Eric Geddes, Grieves has also examined the political build-up to 
that momentous piece of legislation, which he describes as ‘an imagina- 
tive and purposeful approach to transport policy’.©! Unfortunately, 
though, in spite of Geddes’s efforts at revitalising the industry, Hughes 
reveals how the directors of one of the ‘Big Four’ railway companies 
thereby created were ill-equipped to respond to the challenges of the 
inter-war era, when road transport started to make deep inroads into 
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the freight and passenger markets. Conflicts of loyalty, extensive out- 
side interests and a lack of training for their tasks were the key con- 
straints,“ demonstrating how even in the industry regarded as the 
pioneer of corporate management senior executives were far from 
satisfactory. 

One of the themes which this research highlights is the distinction 
between ‘Gentlemen’, or amateur senior management, and the ‘Players’ 
who were professional functionaries operating lower down the hier- 
archy. This distinction is claimed to have characterised British business 
well into the twentieth century, and in investigating the supervisory 
elite responsible for running the nineteenth-century Widnes chemical 
industry Williams provides a detailed insight into how it worked.“ In 
fact, the substantial changes in industrial structure affecting that 
industry precipitated a substantial boost in demand for managerial 
skills, and Williams reveals how this provided opportunities for upward 
occupational mobility among the skilled workers who moved into these 
supervisory positions. By marrying into local industrialists’ families and 
establishing separate ‘colonies’ away from the factories, the managerial 
elite became a substantial and influential class in its own right, empha- 
sising the value of such studies to our understanding of many issues. 
Zweiniger-Bargielowska has also conducted a similar survey of colliery 
managers after nationalisation, illustrating how they continued to lose 
authority over key decisions on investment.® Little evidence is provided 
on the training and qualifications of these functionaries, but the article 
does highlight some of the problems associated with such a highly 
centralised management structure, revealing how nationalisation did 
not solve the organisational problems affecting that industry. 

One of the key issues with regard to the study of elites is the degree of 
political power they were able to exercise as a result of their economic 
strength, and in a revealing case study assessing this subject Dickie 
shows how Northampton shoe manufacturers were slow to dominate 
their town.© It was only after the mechanisation of shoe manfacture and 
the move into factory-based production that industrial ‘grandees’ like 
Moses Philip Manfield emerged, but Dickie is at pains to emphasise that 
it was only in the early twentieth century that this group was able to take 
total control. This process was largely associated with the continuance 
of paternalism as a potent force in local society, confirming the view that 
in the inter-war era employers wanted to build a consensual pattern of 
industrial relations as a response to the prevailing economic difficulties. 
On a more ambitious level, Melling has also investigated how the 
growing strength of ‘welfare capitalism’ impinged on the formulation of 
social policy between 1870 and 1914, explaining how the state-centred 
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model ignores the substantial contribution made by industrial employers 
to the construction of a welfare state in Britain.°’ This provides a 
fascinating view of the growing power exerted by businessmen through 
their.employers’ federations, and in typically thorough fashion Melling 
provides substantial evidence to reveal how especially in the national 
insurance debate of 1910-11 they ensured that the principle of contri- 
bution would be followed, rather than accept any ‘unsound Socialist 
legislation’. 

Of course, during the inter-war era many industrialists also pushed 
the state into accepting the need for protectionism, putting an increasing 
amount of faith in this policy as a means of by-passing the need for 
structural reform. Rooth devotes a highly detailed article to the growing 
momentum behind the demands from many business pressure groups 
for this radical change in trading policy. This ‘protectionist consti- 
tuency’, Rooth argues, did not emerge out of the depression of that era. 
Instead, it was ‘the result of longer-term forces associated with Britain’s 
economic decline’, re-emphasising the conservative nature of British 
business strategy in dealing with competitive challenges. More research 
is required on the subject of industrial politics, because it can reveal 
much about both the manner in which elites attempt to influence policy, 
and their general approach to competition, and Rooth’s work will no 
doubt stimulate wider interest in a key area. 

Over a decade ago now, Rubinstein demonstrated that ‘old’ (the City, 
mercantile and landed) money was far more prevalent than ‘new’ 
(industrial) when it came to calculating the number of people who left 
estates valued in excess of £500,000 during the nineteenth century.” 
Berghoff, however, has presented evidence to show how some provin- 
cial wealth-holders could ‘hold their own’, compared to their counter- 
parts in London.” This finding is interesting, but, as Rubinstein replied, 
it does little to refute the general claim that the number of ‘old’ wealth- 
holders was greater,” a point he further substantiates in some prelimi- 
nary findings on a study of those leaving in excess of £100,000 between 
1809 and 1839.” He had expected to find more industrialists among this 
cohort, but even when broken down into decades they rarely accounted 
for more than ten per cent, while landowners and City interests con- 
tinued to dominate. Finally, Rubinstein also refutes the claims made by 
Thompson concerning the number of ‘newly rich’ who purchased landed 
estates, demonstrating that the number of Victorian businessmen who 
acquired status in this way was relatively small.” 
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THE HARVARD SCHOOL 


During 1992, a special edition of Business History was devoted entirely 
to the subject of ‘Organisational Capability and Competitive 
Advantage’,”> and as this included an article by A.D. Chandler and an 
introduction which extolled the virtues of his work, as well as that 
produced by M.E. Porter, it is clear that the Harvard School continues 
to influence much that happens in British business history. The main 
purpose of this edition, according to the editors, was to highlight the 
importance of organisational capability and competitive advantage as 
‘amongst our most potent and valued tools in the analysis of modern 
business’,”° and its contents largely succeed in demonstrating their role. 
Chandler’s piece is partly a rehash of earlier work, but he does extend 
the analysis into the post-1945 period, and as we noted earlier this casts 
doubt on the viability of extensive merger activity motivated largely by 
short-term financial strategies.” The British-related articles have 
already been surveyed above,”* but there are others (by Mira Wilkins on 
the trade mark, by Patricia O’Brien on Japanese steel, and by Susan 
Aaronson on American business schools) which demonstrate the value 
of the theses emanating from Harvard. 

One of the abiding themes of Chandler’s work has been his focus on 
organisational structure as the key to progress for large-scale businesses, 
and in particular the need to adopt a form most appropriate to product 
range. Williamson has drawn heavily on this thesis in evaluating the 
reasons for market failure in business,” and both are in agreement that 
the multidivisional form (or M-Form) appears to possess tremendous 
advantages for most types of business. From the research on firm 
performance by Ingham, however, the relationship between profitabi- 
lity and the extent to which an M-Form is used cannot be confirmed if 44 
of the largest British manufacturing businesses are examined.™ There is 
evidence that the engineering sector benefited most from the M-Form, 
but then Ingham also notes that the diversified nature of this industry 
would naturally push management towards the Chandlerian apogee, 
while in the remainder of the sample the results are ‘mixed’. This 
naturally brings into question the degree to which one can accept any 
generalised interpretation of business success, although much more 
research into business culture and management recruitment and training 
would be required before Ingham’s results could be taken as a complete 
refutation of the Chandler thesis. 

It is noticeable that during 1992, after business historians have had 
time to absorb the most recent work by Harvard academics, significant 
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reassessments of these viewpoints are beginning to emerge. Apart from 
the work of Chandler, one must also consider in this context the 
‘institutional’ perspective provided by Elbaum and Lazonick to the 
debate concerning Britain’s relative economic decline in the twentieth 
century.®! This ‘institutional’ approach is described by Kirby as ‘per- 
suasive and credible’ in a wide-ranging essay which surveys much of the 
recent literature on economic and industrial performance.®* One would 
do well to recommend Kirby’s article as essential reading for students, 
because after reviewing several alternative approaches to the problem 
he concludes that Elbaum and Lazonick, like Chandler, provide an 
‘incomplete’ evaluation of the problem.© Kirby appears to prefer the 
arguments forwarded by Olson, who writes about the ‘sclerotic tenden- 
cies’ in the British industrial system,®* but above all he is careful to 
emphasise how focusing attention simply on business organisation as a 
major cause of relative decline ignores many other aspects of the scene 
which played equally, if not greater, roles in undermining British 
competitiveness. 

This viewpoint has been partially fashioned by the research of two 
quantitative economic historians, Broadberry and Crafts, whose work 
on Britain’s productivity gap in the 1930s has led them to argue that 
Chandler ‘paid insufficient attention to the conduct as opposed to the 
structure of industry’.® Their case-study work on a range of industries 
reveals that of particular importance to the explanation of productivity 
differences between the USA and Britain in the 1930s was extensive 
cartelisation, lower quality of human capital, and inadequate bargaining 
structures which allowed restrictive practices to survive. One might 
argue that these were important ‘institutional’ features of the British 
industrial scene which were hindering greater progress, but Broadberry 
and Crafts are careful to emphasise the importance of the way in which 
factors of production were used, not the manner in which a business was 
structured, as a more appropriate means of explaining relatively poor 
productivity performance. 

Another discussion of the ‘institutional’ perspective on industrial 
relations is provided by Lovell in examining the attempted assault of 
shipbuilders on craft unionism between 1902 and 1906. Through his 
study of the engineering industry after the momentous 1897 lock-out, 
Zeitlin has already provided an insight into this issue,” and Lovell 
confirms that for the shipbuilders there was very little else they could do 
but work with the craft unions, even in the highly favourable climate for 
employers created by an economic downturn coming so soon after the 
Taff Vale judgment.” This article helps to reinforce the view that in the 
context of pre-1914 Britain craft unions were an intrinsic feature of 
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production patterns, and, while the failure to reform the institutional 
structures of industrial relations might well have contributed to poor 
performance, changes to the system were extremely difficult to effect. A 
clearer framework to descibe how labour and management respond to 
different technologies is required to help unravel this subject, and 
Robertson and Alston make a bold attempt at examining the relation- 
ship between the choice of technology and type of work organisation.” 
Their conclusion is that more capital-intensive production techniques do 
not necessarily improve management control over the workplace. This 
is because transaction costs might be so prohibitive that returns do not 
improve, perhaps confirming further the rationality of shipbuilders in 
deciding not to overhaul existing systems. 


VI 
ARCHIVES AND COMPUTERS 


Considerable progress is now being made in recording the location of 
business records. James reveals that, as well as the achievements of the 
Business Archives Council, the Historical Manuscripts Commission is 
compiling lists for the period 1760-1914.” So far, only the textile and 
leather industries have been covered, but engineering and metal pro- 
cessing will soon be surveyed, and in time business historians will have 
an invaluable index of available business records. More ambitious is the 
ESRC Small Business Initiative, money from which is being used to 
develop a computer database in Edinburgh to identify the mass of small, 
localised and specialised firms which typified the nineteenth-century 
business world. By building up a database of many hundreds of indi- 
viduals and their associated enterprises, and through the application of 
nominal record linkage prodedures, Nenadic and associates illustrate 
how this project is producing detailed insights into the nature of the 
nineteenth-century Edinburgh business community.”! It is notable be- 
cause most business historians have neglected this sector in the past in 
favour of larger firms with more accessible records, but the computer is 
making it possible to handle huge amounts of seemingly unconnected 
information, producing a new dimension to the discipline. One can only 
hope that such progress will continue throughout the 1990s and beyond, 
just as business history has developed so rapidly over the last decade, 
and if this year’s periodical literature is anything to go by one can only 
be optimistic.” 
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I am indebted to Mary Rose, Geoff Jones and Charles Harvey for their helpful comments 
on an earlier version of this review. 
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Marketing has never received the same attention as production in 
British business history.! Its evolution is sometimes seen in terms of 
clever ideas and devices that are inherently less susceptible to careful 
analysis and interpretation than the now far more analytical approach to 
change in the technology and organisation of production.” 

R.S. Tedlow’s recent history of American marketing — New and 
Improved — has attempted a more analytical approach which places 
markets and marketing at the centre of competitive strategy. He 
suggests that there have been several phases, each linked to macro- 
economic stages of development.’ After an early phase dominated by 
fragmented markets, national mass marketing developed towards the 
end of the nineteenth century, based on relatively standardised, but 
inexpensive, goods produced and distributed by mass production 
means. A more sophisticated emphasis on market segmentation fol- 
lowed from the 1920s in which goods were differentiated to suit particu- 
lar groups of consumers (often with rising incomes) more satisfactorily 
than the earlier standard products. More recently (in another contri- 
bution) Tedlow has suggested a new contemporary phase in which 
technology is allowing the cost economies of mass production to be 
combined with products ‘customised’ for individual consumers.* 

This analysis implies a series of evolving market structures in which 
these developments form appropriate competitive strategies for indi- 
vidual firms. This must provide the essential dynamic which moves 
industries from one stage to another. Mass production and distribution, 
for example, allow firms to use price competition based on cost to 
invade previously protected local markets. Product differentiation 
allows segmentation to raise prices or margins. The importance of 
different aspects of marketing varies in different market environments. 

Tedlow’s work raises many interesting questions about British busi- 
ness history. This article starts from the assumption that long term 
changes in marketing methods can best be explained by a careful 
analysis of the circumstances of one industry, as is implicit in Tedlow’s 
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own case history approach. It assumes that the competitive structure 
and conduct of such an industry provides the best understanding of the 
evolution of its marketing activity. Changing competitive circumstances, 
determined by the wider economy or within the industry, then provide 
an analytical framework that explains the role of marketing within 
competitive strategy and its evolution between ‘stages’. This approach 
assumes and emphasises that marketing history is not a peripheral, 
‘niche’ concern, but deeply embedded in the whole process of industrial 
change. 

The article interprets the evolution of marketing in British general 
insurance from the eighteenth century to the 1970s. Life assurance, 
marine insurance, and overseas insurance business have involved differ- 
ent marketing problems. They are therefore only mentioned when 
relevant to marketing general insurance (fire and accident) within Great 
Britain. The competitive structure of the business has naturally been 
transformed over that long period — not least by changes in the wider 
economy. This makes it possible to observe the emergence of new 
marketing methods and explain their origins and inter-relationships with 
greater scope and clarity than is possible in short term case ‘studies. 
Covering such a long period inevitably involves generalisation and, 
occasionally, a little speculation. However, the work carried out in 
insurance history over the last two or three decades more than justifies 
such an attempt at synthesis.° Finally, the article will discuss the re- 
lationship between marketing in insurance and the Tedlow scheme of 
stages outlined above. 

The competitive framework of general insurance has demonstrated 
continuity, as well as change. Its markets have exhibited an oligopolistic 
market structure that has held the potential for fierce premium rate 
(price) warfare because of the difficulty of differentiating the product.® 
The indemnity against loss offered by different companies has proved 
highly homogeneous, especially in the twentieth century, when legisla- 
tive control has appeared to protect policy-holders against company 
collapse. The threat of rate competition has been exacerbated by the 
receipt of premiums before claims are paid. The resulting cash flow 
could temporarily support loss-making companies, allowing long 
periods of unprofitable underwriting. 

General insurers have responded to this in a number of ways. Some 
have colluded on price, sometimes implicitly but often explicitly through 
formal organisations. Some have positioned their prices to avoid direct 
responses from competitors. Most have devised marketing techniques 
designed to move the emphasis from premium rate competition to other 
forms of differentiation. Some have attempted to segment the market to 


22 BUSINESS HISTORY 


create protected niches. Mergers and acquisition have also been used to 
extend market power and reduce the overhead costs of marketing. 

However, competitive forces have persistently undermined these stra- 
tegies. Collusive agreements have under-estimated the ease of entry, so 
premium rate increases have often encouraged competition. Price pos- 
itions have not always been sustainable in the face of premium rate 
competition. As companies have become increasingly reliant on differ- 
entiation by a range of marketing devices, new entrants have tested 
their effectiveness against the more straightforward appeal of lower 
premium rates. The business has demonstrated the accuracy of 
Marshall’s sharp edged dictum that ‘goodwill was not without regard to 
price’.” Elaborate forms of differentiation by means other than pre- 
mium rate, extremely effective when rate competition was not present, 
have proved less than robust when it emerged. For this reason, and 
because economies of scale have not been large, entry has remained 
easy. Furthermore, when insurers have attempted to press their market 
power, business customers have often had sufficient interest and com- 
petence to organise their own insurance without great difficulty. 

The threat of competition has therefore always hung over the market, 
even when market control has seemed established, creating ebbs and 
flows in the direction of marketing activity. Occasionally competition 
has emphasised premium rate; sometimes attempts to establish pre- 
mium rate control have predominated; both have been complemented 
by differentiation or the creation of niche markets. And these elements 
have interacted to create a complex pattern of marketing activity. 


II 
EIGHTEENTH CENTURY ORIGINS: SELLING A NEW PRODUCT, 1710-80 


Fire insurance in this early phase was dominated by the Sun, founded in 
1710, and the Royal Exchange Assurance (REA), founded in 1720.° 
Market expansion was dependent on the dissemination of the idea of 
fire insurance, access to a convenient supplier, and confidence in the 
protection provided, rather than lower premium rates. This was as well, 
for implicit collusion between two dominant companies meant that 
there was no pressure to drive down rates. In any case, there were few 
risks that were sufficiently hazardous to require high premium rates. 
Only one per cent of the Sun’s policies were industrial in 1716.1° 
Market penetration nonetheless posed difficulties in a poorly inte- 
grated pre-industrial economy in which there were severe obstacles to 
efficient transactions. Though improving, communications, both physi- 
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cal and informational, remained inefficient. Business confidence was 
limited outside the immediate locality or connection of family, friends 
and regular business associates. 

London, offering the largest concentration of property and wealth, 
provided the most lucrative (albeit the most complex) market. The two 
London companies’ directors’ influence was greatest in their local mar- 
ket where they were well known and possessed established connections. 
Communication was easy and confidence robust in such a commercially 
sophisticated city. Advertisements were placed in merchants’ coffee 
houses and in the emerging press. The companies’ private firemen were 
regularly paraded in their splendid liveries. Fire marks were placed on 
insurance properties, providing obvious publicity. The bulk of the com- 
panies’ business was obtained in London in this period, and it remained 
their stronghold in later phases." 

Market creation elsewhere depended on the companies creating their 
own institutional! arrangements to reach potential provincial policy- 
holders. Markets were too thinly diffused to carry the overhead cost of 
direct representation. Instead, they retained small craftsmen and mer- 
chants to act as part-time local agents to encourage business, survey 
risks and handle claims. In return they received commission, in the case 
of the Sun five per cent on all premiums and a fee for each new policy. 
In this early period the development of an agency network was under- 
taken in a casual fashion. Agents were usually appointed as the result of 
their application or by random contacts through insurance company 
directors (though the REA did canvass country postmasters). This 
meant that sometimes important centres lacked representation and little 
attention was paid to the quality or energy of agents.” 

However, agents provided more than contact with the market: they 
also generated goodwill that differentiated their company. Policy- 
holders placed more confidence in a trusted local figure than a distant 
corporation offering a little known product for which the security of 
indemnity was crucial. The companies therefore locked themselves into 
networks of local influence. Agents transmitted their personal goodwill 
to the companies, adding stability of custom and power to resist rate 
competition to market penetration. The Sun had appointed 30 provin- 
cial agents by 1730 and 123 by 1786; the REA four in 1734 and 60 in 
1780."* Despite these appointments, provincial expansion was slow. 
Even in 1797 the Sun still obtained 55 per cent of its business in 
London.» Doubtless it remained difficult to convey confidence, influ- 
ence, and information efficiently outside London. 
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Hl 


INDUSTRIALISATION: EXPANDING MARKETS AND RATE 
COMPETITION, 1780-1840 


This market creation phase ended in 1782 with the formation of the 
Phoenix by London sugar refiners antagonised by the high rates that the 
established London offices had collusively imposed on their large, capi- 
tal intensive and exceedingly hazardous premises. While Trebilcock’s 
study has elaborated on their motives, he emphasises the significance of 
their origins.’ Industrialisation was creating a growing number of prem- 
ises that shared these characteristics of scale and hazard. This initiated a 
turning point in marketing. It created an active fire insurance market in 
the new industrial regions. And it moved the emphasis in marketing 
towards premium rate competition. Scale implied large capital values 
and increased fire hazard required high premium rates. These combined 
to generate large premiums that businessmen felt obliged to pay because 
of the risk of loss. This encouraged them to look for small proportionate 
discounts that would yield significant savings. The principal function of 
non-price marketing, through agents, was to ensure that these new 
competitive possibilities were adequately represented to potential 
policy-holders. 

The Phoenix pioneered the new risks. Competitive premium rates 
provided the basis of a successful competitive strategy. The company 
also emphasised agency development. After two years it had as many 
agents as the Sun and twice as many as the REA. Without active agents 
in the new industrial regions, competitive premium rates would be 
useless, for potential policy-holders would be unable to ascertain what 
was available.” 

The Phoenix’s success was reflected in the response of the Sun and the 
REA. The latter increased its country agencies from 60 in 1780 to 195 in 
1788.18 Both were forced to match rate reductions.’ However, this 
revealed the instability inherent in a market with three competitors 
determined to hold or increase market share, when policy-holders were 
responsive to premium rate. The Phoenix was forced to moderate its 
stance from the late 1780s, entering into informal rating agreements 
with the Sun and REA in several hazardous markets.™ The age of 
competitive innocence was over. The entry of the Phoenix had opened a 
Pandora’s box of oligopolistic rate competition, that was not closed for 
80 years. 

The implications were quickly revealed. Industrialisation expanded 
the number of large industrial and mercantile properties, increasing the 
demand for fire insurance and the complexity of risks. The traditional 
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classifications of risks were too simple and under-estimated the cost of 
underwriting some of the new industrial and commercial properties. 
The companies grappled with these difficulties by devising more accu- 
rate classifications and, from the 1790s, colluded to restore profitabi- 
lity.” However collusion, the large number of new risks, and their 
freedom from previous company connections, made the market attrac- 
tive to competitive new entrants. From 1810 this combined with more 
discriminating underwriting to reduce premium rates. This encouraged 
market expansion, facilitated by the greater number of agents appointed 
by the larger number of companies. During this competitive phase the 
new companies won business successfully. But the traditional offices did 
not respond aggressively to this fall in their market share because 
overall market expansion allowed the absolute size of their business to 
continue to grow. 

New companies took advantage of these opportunities. Many were 
launched by provincial groups able to influence insurance connections in 
the regions surrounding such cities as Manchester, Norwich or Exeter 
more successfully than London companies.” Then they built agency 
organisations beyond these localities. Some grew rapidly through rate 
competition. The Norwich Union built a national business returning a 
bonus to policy-holders based on profitability. It followed the County 
and the Atlas in establishing local committees of shareholders to sup- 
port agents. In 1817 it was said to have nearly 50 in operation, though 
the company’s historian has questioned their value in attracting busi- 
ness. They may have been more important in appraising risks and thus 
improving underwriting.» Entry took place in two waves: the first from 
1803 to 1809; the second in 1824-25.%* The number of English fire 
companies rose from eight in 1800 to 34 in 1810 and 50 in 1825.” 

The Sun, REA and Phoenix were able to hold on to a core of 
business, especially smaller risks where rate competition was not so 
effective. Their influence, experienced agents, reputation and financial 
strength supported substantial market shares, especially in London. The 
Phoenix remained the most important insurer of industrial risks and 
made innovative progress in overseas markets, thereby avoiding the full 
pressure of domestic competition. But they nonetheless lost their 
dominance. Their combined market share fell from 84.5 per cent of the 
sums insured in the years 1796-1800 to 31.1 per cent in the years 
1826-30.’ Premium rates were also significantly reduced.” 

By the 1820s, limited market penetration was seen as a significant 
problem, perhaps because industrial depression limited market growth. 
Fire insurers responded by re-directing their marketing policy in two 
ways. Some overhauled their agencies, appointing travelling agents to 
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inspect local agents, eliminating the inefficient and recruiting new 
agents, some of whom were given special terms to cover particular 
areas. In principle agents carried out a wide range of services in addition 
to that of simply passing business on to their companies. They might 
provide an initial scrutiny of the quality of risks, using local knowledge, 
and sometimes technical expertise, to weed out dubious proposals. They 
might also arrange for the cost effective salvage of property to reduce 
claims. In this way they created greater market efficiency by improving 
the flow of information and control to the company, as well as rep- 
resenting the existence and reliability of the company to potential 
policy-holders. In practice, no doubt, their quality was variable. Some 
had little interest or skill in any of these functions. Conflicts of interest 
arose when remuneration depended on commission. However, some 
provided an embryonic branch office service to both insurer and 
insured. The task of agency control in the early nineteenth century was 
to shift the balance towards the latter, by more attentive management.” 

Earlier attempts to control premium rates had relied on implicit 
pressures within a small group of two or three companies, for whom a 
premium rate war would be disastrous. By 1825 a market with some 50 
companies had lost such discipline. New concerns were able to discount 
premium rates without risking an immediate response from large com- 
panies. They did so, creating a downward pressure on rates and a steady 
loss of revenue and profitability for established companies. 

The latter found agency links and reminders of the importance of 
financial security insufficient protection against this attack. They there- 
fore sought to control premium rates. Initially their only weapon was 
financial strength. They used this to drive newer concerns out by a 
premium rate war in the late 1820s.*° Larger offices also bought smaller 
companies, retaining their staff and offices to preserve local connec- 
tions.*! But these approaches were costly and temporary, for fresh entry 
occurred as soon as a profitable equilibrium was restored. Rate control 
continued to provoke the premium paying business world, just as it had 
the founders of the Phoenix. As existing insurers tried to maintain 
hazardous rates through the subsequent decades, a succession of finan- 
cially powerful mercantile groups founded new companies such as the 
Liverpool and London, the Royal and the Commercial Union.*? 
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IV 


PREMIUM RATE CONTROL AND THE REDIRECTION OF 
COMPETITION, 1840-1900 


Between the 1820s and the 1860s a long battle took place to establish 
premium rate control.*? The pressure to end rate competition intensi- 
fied as the companies gradually increased market penetration in the 
main hazardous markets from mid-century. This ended the scope for 
lower rates to provide compensatory revenue growth.” 

In 1868 the newer companies joined the traditional offices in forming 
the Fire Offices’ Committee (FOC), the organisation that controlled 
agreed premium rates, called tariffs. These specified in detail the pre- 
mium rate charged for most risks or elements within the larger risks. It 
also determined policy terms, effectively defining the product, as well as 
the price. From this date the FOC became the most important element 
in fire insurance competitive strategy.* 

Successful market control was achieved because, with the maturing of 
industry, warehouses and manufacturing plants became larger and inte- 
grated a wider range of processes. With scale, reinsurance became 
essential to avoid a disastrous loss on one year’s underwriting. 
Complexity made access to reliable rating information on different 
components more important. This provided the FOC with powerful 
weapons. Rating information and mutual reinsurance facilities were 
restricted to tariff members. It became practically impossible to under- 
write fire insurance outside the tariff. This, along with a recognition by 
new companies that they would lose as much as any other concern from 
permanent premium rate warfare, forced them into the FOC.*® 

Yet competition did not disappear; it was redirected.” Newer compa- 
nies founded in the 1830s and 1840s were the catalysts of change. They 
faced difficulties in expanding in competition with older offices with 
their established reputations and agency organisations, now that the 
FOC forbade rate discounting. They found two alternative competitive 
strategies. The most important derived from their mercantile connec- 
tions, which encouraged them to follow the Phoenix in developing 
business abroad. International economic expansion after 1870, heavily 
financed by British capital, allowed them to grow so quickly that’ they 
overhauled most of the traditional concerns within a few decades.” 

But they also developed new ways of winning business in Britain by 
adopting a more active, integrated approach to marketing. Earlier 
agency development had made companies largely passive recipients of 
business from their agents, even if there had been attempts to rectify 
this in the 1820s. From around 1850 forward integration through branch 
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office organisations and advertising allowed companies to take greater 
control of their markets. 

These innovations were partly a response to increasing economic 
integration. Postal and telegraph services provided better communi- 
cation with branches. Railways, population growth, and the urbanisa- 
tion they engendered, expanded the insurance market that could 
usefully be covered by a branch or inspector, making them both more 
economically efficient. Cheaper paper and printing supported the 
expansion of the press and encouraged advertising there and elsewhere, 
particularly at railway stations.” 

Forward integration took different forms. In the highly rate competi- 
tive market in large industrial and commercial properties two develop- 
ments took place. Within a few years of the formation of the FOC, the 
Royal began to circumvent rate control by offering agencies to large 
policyholders so that agency commission effectively formed a dis- 
count.” The FOC found ‘own case’ agencies impossible to control and 
the practice gradually spread across the market, diluting the idea of the 
agency.*! At the same time ‘brokers’ emerged who sought the most 
advantageous terms for their clients from any insurer. The FOC recog- 
nised some. Others sought to evade its control.“ 

In the market in small scale business and domestic risks the influence 
of small agents was more important than competitive premium rates. 
Sums insured were modest and premium rates were low. From mid- 
century, agencies were increasingly granted to anyone who could influ- 
ence risks through routine business. Lawyers, accountants, estate 
agents, auctioneers and surveyors were able to exploit such opportuni- 
ties as they handled clients’ affairs. Commissions to agents who could 
provide a significant flow of profitable business rose, despite attempts by 
the FOC to control them. Back-door circumvention of tariff control 
included allowances to cover ‘postages’ or the appointment of ‘local 
directors’ on a fixed fee.“ 

All these changes required forward integration by insurers to control 
and serve their new connections. Large policy-holder agents — the 
proprietors or managers of large companies — had to be canvassed 
directly and their insurances arranged. Few of the small scale agents had 
the inclination to master insurance technicalities or develop business 
energetically, so they required cultivation and support, not least to 
regulate their accounts. Local decision making about risk acceptance 
could provide an important marketing advantage. Branch development 
was also encouraged by a new competitive edge in life insurance.“ 

Forward integration could take place in stages. District managers 
might be appointed; they could be gradually supported by inspectors; 


MARKETING STRATEGY AND BRITISH GENERAL INSURANCE 29 


then branch offices were opened, from which managers controlled 
inspectors and carried out some of the administration previously 
handled at head office.*° Systematic evidence on the early stages of 
forward integration is unavailable, but advertisements in the Post 
Magazine Almanack provide a picture.” In 1860 the only companies 
advertising more than two branch offices were two of the aggressive 
interlopers initially formed to counteract the power of the FOC: the 
Liverpool and London with five, and the North British and Mercantile 
with seven. By 1870 the Royal was setting the pace with 12 offices. By 
1873 the young Commercial Union had eight branch offices.” It was 
only in the 1880s that the more traditional companies began to develop 
local offices. By 1889 the Sun had 13; the REA eight, and the Phoenix 
12.48 When the first systematic directory of branch offices became 
available in 1896 the Royal had 29 branches, and although no others had 
more than 20, 32 companies had ten or more.“ The number of branch 
offices controlled by a selection of companies is indicated in Table 1.5? 
By 1907, an estimate suggested that the fire, life and accident offices 
employed some 2,000 inspectors.*! 

Evidence is even scarcer on the agency organisations that the compa- 
nies maintained, especially from the newer concerns. The REA’s agents 
rose from 574 in 1853 to some 5,000 in 1900 and 15,500 in 1912.°* The 
Norwich Union expanded its force from less than a thousand in 1872 to 
some 20,000 in 1914.°? The Sun increased the number of its agents from 
677 in 1846 to 1,213 in 1880." 

Older offices resisted the innovations. Sometimes they were tied by 
agreements with special agents that prevented branch establishment in 
specific areas.” They also obtained local representation through the 
small companies they had bought, which often retained some indepen- 
dence. But there was a deeper rationale to their objection. New 
methods had no attraction for companies content with their market 
share. They threatened existing shares and higher operating costs. 
However, the new methods proved so successful that all were eventually 
forced to adopt them: The Sun appointed its first Inspector of Agents in 
1865, opened its first branch in 1880 and this was followed by nine more 
branches by 1889. REA did not appoint its first Inspector of Agents 
until 1881 although it had supported agents in important centres from 
the: 1860s. Three district managers were appointed in 1881, but the first 
directly controlled branch was only opened in 1886.7 The same oligopo- 
listic pressures that had led to premium rate instability before 1868 
generated a steady escalation in organisational development, as all 
companies tried to strengthen or maintain their market position. 

- Advertising supported organisational development. This emphasised 
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TABLE 1 


THE DEVELOPMENT OF BRITISH INSURANCE COMPANIES’ BRANCH 
ORGANISATIONS: SELECTED COMPANIES’ BRANCH OFFICES, 1896-1986 


1896 1914 1920 1938 1948 1958 1968 1978 1986 








Taff 

Companies 

Alliance 9 2 32 61 #6 84 (a) 

Atlas 8 2 35 59 57 65 (b) 

Caledonian 11 3 7 u“ 2&2 44 $ 

CU 18 35 39 121 123 149 20 44 £428 () 
EL 16 16 1⁄6 £6 6 8 ğ 

Guardian 9 15 14 19 9 23 37 o) 
London 6 10 14 46 44 70 (a) 

NBM 13 24 48 «94 «8 O91 (c) 

Northern 1 B 8 84 98s Ge) 

NU 17 41 37 88 na 123 146 109 109 
Phoenix 11 2 36 80 8? 107 mm 89 ~ a) 
Royal 30 61 69 139 150 194 263 246 

REA 10 31 37 76 65 99 159 141 128 
Sun 13 31 38 91 94 114 185 166 100 
Non-tariff 

Companies 

Co-operative = - 7 9 201 208 225 259 na 220 
Cornhill - 0 2 38 23 35 38 45 42 
Eagle Star - 0 36 90 123 153 163 163 119 
GA 4 27 43 174 181 201 215 210 110 
Provincial - 7 18 53 66 80 79 86 80 


Source: Post Magazine Almanack and Insurance Directory. passim. 


Notes. na not available 
CU Commercial Union 
EL Employers’ Liability 
GA General Accident 
NBM North British and Mercantile 
NU Norwich Union 
REA Royal Exchange Assurance 


(a) The Sun and the Alliance merged in 1959 to form the Sun Alliance. The combined 
company merged with the London Assurance in 1965 and with the Phoenix in 1984. 

(b) The Guardian and the REA merged in 1968 to form the Guardian Royal Exchange. 
The REA had merged with the Atlas in 1959. The Guardian had merged with the 
Caledonian in 1957. 

(c) The Commercial Union and the North British and Mercantile merged in 1959. The 
Employers’ Liability and the Northern merged in 1960 and then merged with the 
Commercial Union in 1968. The Commercial Union only published the number of its 
‘principal branches’ in 1978 and 1986. 
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the financial security of companies by referring to the scale of their 
business and reserves. Again the northern companies took the lead. In 
the 1860s the Royal was reputed to be spending £20,000 to £30,000 each 
year on advertising.” It placed publicity in periodicals and posters at 
railway stations and supplied an amply documented report significantly 
emphasising financial strength and security, spending on a scale that 
compared with the largest advertisers in the country.°? This embar- 
rassed the older companies who regarded advertising as ‘unworthy of 
the Phoenix whose reputation is too well spread and appreciated to 
stand in need of such a mode of giving publicity’. Sometimes it was 
argued that unreliable business came from ‘undue or indiscriminate 
solicitation’.®*' Again, the traditional offices were trying to stave off new 
methods involving higher selling costs that could only erode their mar- 
ket share. But these rearguard actions were fated. All the companies 
gradually increased their advertising and publicity through the late 
nineteenth century.” 

All these marketing developments increased costs. Organisational 
expansion was expensive in itself. It also forced up commissions as 
companies bid for agents with strong connections. Advertising expendi- 
ture was a continual irritant to the companies. In total British fire 
companies’ management expenses and commissions rose as a pro- 
portion of revenue from 28 per cent in 1877-78 to 34 per cent in 1900.6 
Yet as long as the FOC continued to control premium rates, the 
companies were able to pass these costs on to policy-holders. Indeed, 
the one supported the other. The FOC made no attempt to control 
competition by branch office expansion because its costs and effective- 
ness made entry by new companies more difficult and thus strengthened 
the FOC’s members’ market control. Organisational marketing was 
therefore implicitly encouraged by the cartel’s premium rate control and 
maintained in part to protect its power.™ 


V 


BREAKING THE MOULD: THE COMPOSITE MARKET AND THE 
RE-EMERGENCE OF COMPETITION, 1900-1939 


Eventually premium rate competition began to re-emerge. From the 
1880s Lioyd’s, previously an almost exclusively marine insurance insti- 
tution, had begun to exploit the opportunity created by the FOC’s 
monopoly. Lloyd’s underwriters began to offer reinsurance facilities to 
new companies, allowing them to escape from the FOC restriction of re- 
insurance facilities to its own members and operate outside the tariff. 
Subsequently Lloyd’s brokers began to place fire risks directly. Both 
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positioned premium rates at a sufficient discount below the tariff to 
attract business and carried them by selecting risks within profitable 
tariff classes. Brokers also allowed new and small companies to obtain 
business with inexpensive organisations. Their emergence reflected con- 
sumer pressure for competitive rates and was as much a response to the 
existence of the tariff as the expansion of branch office organisations.© 

Independent underwriting might have remained on a modest scale but 
for the emergence of accident insurance and its integration with fire 
insurance. From the 1840s accident insurance had been undertaken by 
specialist companies operating in markets segmented by particular mar- 
keting channels. The markets were small and the underwriting expertise 
sufficiently specialised to discourage entry, creating protected niches. 
Product innovation had been the main competitive strategy, creating an 
extraordinary succession of new products between 1840 and 1914.% 
Accident insurance in this period was a triumph of entrepreneurial 
marketing. Entirely new products and new marketing channels were 
perceived, such as the sale of railway accident insurance by ticket. 

New accident products transformed the general insurance business 
around 1900. Innovative policies, such as burglary and all risks insur- 
ance, and employers’ liability legislation drew small businessmen and 
householders into the accident insurance market. Motor insurance 
began its expansion to become a near universal necessity.” Accident 
insurance was now sold to the same policy-holders as fire insurance and 
it was logical to sell it through the same branch offices, obtaining 
economies of scope. Thus emerged the ‘composite’ company, offering 
agents a full range of cover to satisfy their clients. Through the 
Edwardian years the fire offices opened accident departments, some- 
times by buying specialist companies. Some of the larger of the latter 
entered fire insurance. Marketing considerations dominated strategy 
and determined the structure of the business.”! 

This created a problem for the FOC. In 1906 its members established 
the Accident Offices Association (AOA) as a parallel tariff organisation 
to control the accident market. Membership required adherence to 
tariff premium rates in fire insurance. This effectively ruled out mem- 
bership by any accident company wishing to create a significant new 
market share in fire insurance.” Certainly the most aggressive accident 
office, the General Accident, Degen to operate in both fire and accident 
insurance on a non-tariff basis. Composition thus created a breach in 
the tariff system that was to have important consequences after the First 
World War. 

Marketing by product innovation also favoured the independent com- 
pany, rather than the bureaucratic FOC, which had to convince all its 
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members of the benefits of a new policy. In 1915 the logic of compo- 
sition led to the introduction of the ‘All-in’ policy, providing all a 
normal householder’s requirements for one premium.” This innovation 
was introduced by the predecessor of the Eagle Star, a small company 
with only a modest marketing organisation. In these circumstances it is 
significant that the product was introduced by a dramatic advertising 
campaign, designed to appeal to the public over the heads of agents and 
branch organisations. The advertisements illustrated graphically the 
disasters against which the policy offered protection, rather than the 
security the company’s reserves provided. The FOC countenanced the 
new policy in 1920 — a relatively speedy response indicating the success 
of the Eagle Star’s initiative.” 

Composition made another important contribution to marketing. 
Accident insurance provided a buoyant source of revenue that helped 
spread the overhead costs of branch organisations and finance their 
continued expansion. This became important after the First World War. 
As prices and activity levels fell through the 1920s, traditional insurance 
markets contracted. This might have raised the burden of overhead 
costs threateningly. However, the explosive growth in motor insurance 
— British motor insurance revenue grew perhaps eight times between 
1920 and 1938 — financed an even more rapid expansion than before.” 
Table 1 shows that most of the tariff companies at least doubled the 
number of their offices. While this development was motivated by the 
motor insurance market, it cross-subsidised the marketing of other 
products. 

The logic of this expansion lay in the value of local representation in 
motor insurance. New agents had to be attracted among garage proprie- 
tors and the growing number of small brokers who controlled its plac- 
ing. They required careful monitoring, especially in account settlement. 
Policy-holders appreciated rapid service, especially after the require- 
ment for legal documentation in 1931. Claims settlement was best 
negotiated locally. The quality of local branch service itself became an 
element in marketing, partly because it attracted the more discriminat- 
ing motorist who might offer lower claims.” 

However, at the same time, the extraordinary expansion of marketing 
organisations in the inter-war years was in larger measure a conse- 
quence of the new competitive structure of the business. This was 
mainly a matter of competition within the tariff. The inability to com- 
pete by premium rate shifted the burden of competitive effort into those 
forms approved by the AOA. The pressure was intensified by the need 
for motor revenue in the face of falling premium income elsewhere. But 
the competition from independent insurers was crucial. 
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This was especially important in the motor insurance market that was 
so premium rate competitive. High premiums, many new policy- 
holders, the regular change of vehicles, and the proliferation of motor 
insurance agents all meant that it was difficult to hold business through 
established agency and branch organisations. Independent insurers dis- 
counted AOA rates. They finessed the terms of policies, extending 
cover, or increasing the attractions of the no claims discount. On this 
basis they won about one-third of the domestic motor insurance market 
in the 1930s. The motor insurance tariff never collapsed, but its survival 
depended on implicit support from the larger independent companies, 
who preferred it to survive, because this allowed them to grow and 
remain profitable.’® Their success enabled them to build branch and 
agency organisations that transmitted a new competitive power into the 
fire and other general insurance markets. Table 1 demonstrates the 
substantial growth in the branch organisations of the non-tariff compa- 
nies between 1920 and 1938. These organisations were funded far more 
modestly than those of their tariff competitors, but they were probably 
as cost effective in combination with discounted premium rates. 

In this new environment, competitive success depended on carefully 
blended marketing techniques. Agency development, branch organisa- 
tion, product innovation and range, advertising and premium rate com- 
petition could all be used in different ways by companies with varying 
market profiles and organisational and financial resources. At one 
extreme, Lloyd’s brokers developed marketing methods that 
approached the policy-holder directly through occupational associations 
and direct publicity, offering large rate discounts, justified by low orga- 
nisational costs.” At the other, tariff companies concentrated on the 
development of their branch and agency organisations, or other sources 
of market power, to withstand rate competition.® The tariff offices now 
faced significant competition by rate and organisational capacity and 
this intensified their drive to strengthen differentiation. This fuelled the 
extraordinary elephantiasis in branch organisations in the inter-war 
years. Its scale can be reflected by its relative cost. In 1900 the combined 
cost of administrative expenses and commission for British fire offices 
had been 34 per cent of premium income. In the 1930s they averaged 
45.2 per cent and the comparable average for the motor insurance 
business was 38.8 per cent.*! 
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THE END OF THE TARIFFS 


After 1945 the tariff system came under extreme competitive pressure in 
both fire and motor insurance.™ The implicit collusion between tariff 
and non-tariff companies broke down and severe rate discounting 
became common. The tariff organisations proved unable to respond 
adequately and their members suffered a severe loss of business which 
required radical changes in competitive strategy which, in some cases, 
precipitated substantial structural change.*° 

By the 1950s the FOC had proved incapable of reforming a rating 
structure that had been largely unchanged for some 50 years despite 
falling claims. This stimulated entry, not least because many purchasers 
of insurance sought more equitable cover vigorously. In turn, this 
encouraged the further expansion of brokers who competed fiercely for 
clients’ business. Some controlled premium incomes bigger than most 
insurers, giving them a considerable countervailing force to the compa- 
nies’ market power. Some large industrial companies established self- 
insurance subsidiaries that reinsured any unacceptably large risk. When 
brokers bid for business at renewal, policy-holders were placed in a 
strong position. The battle between brokers and insurers became par- 
ticularly severe when claims suddenly rose to unprecedented levels from 
1959 and underwriters began to try to protect profitability. 

Competition in the motor insurance market also intensified. The 
growth in car ownership made entry easy. Its spread to lower income 
groups and inflationary pressures on repair costs made policy-holders 
more sensitive to competitive premiums. An explosion in the number of 
small High Street brokers provided easy access to competing companies’ 
policies. In the 1960s competition was destabilised by the entry of a 
series of semi-fraudulent new companies who discounted rates aggressi- 
vely with no consideration for the consequences of their increased 
market share on the stability of the tariff system.® 

At first, the tariff companies attempted to counter these problems by 
continuing to expand their marketing organisations. Table 1 shows 
that between 1948 and 1958 the Alliance increased the number of its 
branch offices from 60 to 84, the Commercial Union from 123 to 149, 
the Royal from 150 to 194 and REA from 65 to 99. Yet this approach 
was becoming increasingly ineffective in the face of rate discounting. By 
1968 the tariff share of British fire insurance had fallen to 63 per cent.* 
In motor insurance the tariff share fell from two-thirds in the early 1950s 
to one-third in the mid-1960s.°’ Organisational costs were becoming 
harder to carry in the face of wage inflation, especially with a smaller 
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market share to cover overheads. Finally the organisation of distri- 
bution was becoming too obviously extravagant. The increased reliance 
on brokers now meant an extensive duplication of effort. By the late 
1960s there were some 2,000 firms operating as ‘professional’ brokers in 
the market in commercial insurances. There were probably another 
3,000 firms concentrating on smaller scale business, especially motor 
insurance. Some 63 per cent by value of all fire, accident and marine 
business was controlled by brokers, though this was heavily biased 
towards large scale commercial business, except in motor insurance. 
The companies’ large organisations were often duplicating the work of 
the brokers who provided the business in a form that left little for 
branch offices to do.® Furthermore, competition was forcing up the 
commissions paid.” From 1951 to 1960 the ratio of management 
expenses and commissions on the fire premium income obtained by 
British companies averaged 44.7 per cent. Significantly, within that 
statistic, the average for non-tariff companies, with their smaller organi- 
sations, was only 40.1 per cent, despite their discounted premium 
rates.” 

These marketing problems helped precipitate the mergers that trans- 
formed insurance between 1956 and 1968.” In those years 22 leading 
British companies merged to produce seven new groups.” Of the 12 
largest companies in 1956, only the Phoenix was unaffected (not for 
want of trying). The share of general insurance business controlled by 
the six largest companies rose from 38.8 per cent in 1956 to 57.1 per cent 
in 1968.™4 Several factors lay behind these changes, but the problem of 
domestic marketing organisations was clearly in the minds of boards and 
general managers. Poor profitability focused attention on the need to 
reduce costs. Insurance mergers had traditionally had little impact on 
real organisation. REA, for example, had always operated as a holding 
company as far as its motor underwriting subsidiaries, the Car and 
General and the Motor Union, were concerned.” In the 1960s mergers 
led to a more ruthless integration of branch organisations to cut over- 
heads. The mergers involving the Commercial Union, the North British 
and Mercantile, the Northern Assurance and Employers’ Liability led to 
a reduction in their combined number of offices in 1958 of 414 to 290 in 
1968 (even though the latter two companies only joined the group in the 
later year). The Sun Alliance group’s branch offices fell from a com- 
bined 268 in 1958 to 185 in 1968.° The pre-merger combined staff of the 
Commercial Union and the North British and Mercantile in 1959 of 
10,500 was cut to 8,300 by 1966.” This was associated with a centralisa- 
tion of administration in regional offices, with branches taking a purely 
sales function, a process linked with the early stages of computerisa- 
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tion.’ But it was an overdue response to paying brokers commission 
and carrying a full blown sales organisation. The mergers were partly an 
attempt to place the marketing strategy based on branch offices on a 
firmer economic foundation. The Monopolies Commission found that 
the management expense ratio for fire business obtained in Britain 
alone, for 20 selected tariff companies, fell from 34.3 per cent in 1963 to 
23.1 per cent in 1970.” 

The concentration of business also gave the merged firms greater 
market power. This helped revive tariff leadership in fire insurance from 
1963. The tariff companies managed to carry substantial rate increases 
to meet higher claims costs. They also imposed new commission terms 
which discriminated between larger brokers and smaller agents, to 
recognise the different level of service they provided. Non-tariff insurers 
followed both moves.!” But consumer concern at these changes prob- 
ably contributed to the government decision to refer the FOC to the 
Monopolies Commission in 1968.1°! It was the beginning of a prolonged 
finale for formal collusion in fire insurance. Before the Commission 
reported, FOC members voluntarily surrendered control over premium 
rates for household insurances. In 1972 the Commission recommended 
that the tariff should be abandoned. The industry’s influence enabled it 
to avoid implementation until 1985, but the new level of market concen- 
tration allowed formal control to become increasingly vestigial .! 

Events in motor insurance were even more dramatic. Despite the fall 
in the tariff share, the AOA proved incapable of an adequate response. 
In 1968 extreme rate discounting by new independent insurers led to 
larger AOA members abandoning the motor insurance tariff. Market 
control collapsed. Again, greater market concentration made formal 
collusion less necessary to larger concerns.1™ 

Thus, by 1970 tariff control had disappeared from the fire and acci- 
dent markets in ‘personal lines’ sold to private individuals, This trans- 
formed the way in which they were marketed. For the first time in a 
hundred years, all companies were able to compete on price, product 
specification and service. The large former tariff companies quickly used 
their financial strength to cut premium rates to drive the more aggress- 
ive rate discounting concerns into liquidation.“ In this they were 
reverting to the practices of the 1820s before formal collusion had been 
possible. The insecurity among policy-holders caused by company liqui- 
dations also differentiated the large tariff offices favourably. Suddenly 
scale and financial repute seemed inportant, Subsequently premium 
rates were raised again substantially.’ 

Alongside the pricing weapon, tariff companies began to ‘market’ 
their policies rather self-consciously. Marketing departments were 
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established. Policies were branded with distinctive product names, 
offering a range of variations in cover and then heavily advertised to 
attract the policy-holder over the heads of intermediaries, even in the 
commercial insurance market.'° One newspaper advertisement for 
motor insurance received 13,000 responses. Direct marketing through 
department stores and at shows and exhibitions was also attempted, 
though this did not prove successful. Greater success was accomplished 
by using the customer bases of banks and building societies, sometimes 
through direct mail approaches. Market segmentation was emphasised, 
especially in motor insurance, where marketing walked hand in hand 
with underwriting in attempts to attract low risk motorists, through the 
offer of protected no claims discounts. In household insurance, rapid 
inflation led to the introduction of policies which offered indemnity 
against replacement by new goods in return for an index linked 
premium. 

Organisationally, companies began to move towards a market 
oriented internal structure, rather than one determined by underwriting 
requirements. Departments were created to cater to the obvious div- 
ision between the personal and commercial markets. In the former, 
insurances were written for the private household, including motor 
insurance, that were usually sold through relatively uncompetitive 
agents and smaller brokers and were usually administered in a standard 
way. In the latter, policies written for businesses came through the more 
competitive market controlled by large brokers and required individual 
tailoring and quotation.!©’ The removal of the dead administrative hand 
of the FOC allowed consumer requirements to be placed above the 
administrative means of market control. 

Finally, greater flexibility in the use of competitive weapons freed 
companies from concentrating on the service offered by branch offices. 
Encouraged by their financial difficulties after the 1974 financial crisis, 
tariff offices made serious attempts to contract their branch organisa- 
tions. Table 1 shows, for example, that between 1968 and 1978 the 
Norwich Union’s branch offices fell from 146 to 109, the Phoenix’s from 
112 to 89, the Royal’s from 263 to 246, REA’s from 159 to 141, despite 
the merger with the Guardian, and the Sun Alliance’s from 185 to 166. 
For some companies the process continued with even greater dispatch in 
the 1980s. By 1986 the Sun Alliance, together with its new partner, the 
Phoenix, had only 100 offices; the Royal had only 202 offices; and the 
Guardian Royal Exchange only 128. The non-tariff companies’ branch 
offices did not contract between 1968 and 1978, because they were not 
released from tariff bondage, but subsequently the picture changed. The 
Eagle Star’s offices fell from 163 in 1978 to 119 in 1986, and the General 
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Accident’s fell from 210 to 110. A centralisation of administration and 
improvements in communications contributed to this contraction. But 
the fundamental reason was that the branch office had largely been an 
artificial creation of the tariff system in insurance which withered when 
price and product competition were freed. 


Vil 
CONCLUSION 


This article has emphasised three themes: the economic origins of 
marketing innovations in general insurance; the interdependence of the 
techniques used, including price competition; and the intimate relation- 
ship between marketing and both the competitive structure of the 
insurance business and the wider economic environment. Marketing in 
general insurance has been characterised by two varying emphases. 
Sometimes it has created markets through the provision of information 
about new insurance possibilities and the construction of commercial 
channels through which transactions can take place. This was most 
obvious in the eighteenth and early nineteenth century. The establish- 
ment of companies with recognised reputations and agency networks 
increased the transparency of information flows for both insurers and 
insured and generated confidence in transactions, encouraging market 
expansion. Similar contributions have recurred. The pressure to engage 
practically every professional man in Great Britain as an insurance 
agent, that was generated by the spread of the branch office system, 
undoubtedly pushed the penetration of the insurance habit to its limits 
by 1900 or so. The proliferation of well: placed agencies, closely 
managed by local branch offices, facilitated the remarkable expansion in 
motor insurance before policies became compulsory in 1931. The strik- 
ing advertising of a range of personal forms of insurance encouraged the 
spread of many new forms of insurance in the first half of this century. 
However, more sophisticated consumers and more efficient forms of 
communication have made these methods less necessary. 

The increasing competitiveness of the market and the collusive redir- 
ection of this energy away from price competition, has meant that 
marketing by various forms of differentiation has taken the strain of 
inter-firm rivalry. While marketing innovations have exploited new 
possibilities offered by social, economic and technological change, their 
origins and direction have been largely determined by the competitive 
problems of insurance. Undoubtedly these innovations have led to 
improvements in the range of products and services offered to the 
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consumer, but they have been mainly designed to protect insurers from 
premium rate competition, and their impact has been most obvious in 
that direction. Yet the competitive structure of the business has usually 
constrained this activity by generating entry, often based on powerful 
consumer groups or by cross-entry from other insurance markets. This 
has revived premium rate competition, allowing consumers to choose 
between product and service improvement and lower prices. Indeed, 
there is a distinct suggestion of long cycles in the business, akin to the 
‘wheel of retailing’ hypothesis, which suggests that innovations in ser- 
vice will eventually yield to price competition. 1% 

In particular, forward integration has been driven more by the needs 
of producers, than those of consumers, as a direct consequence of the 
collusive nature of the market. This simple insight must be taken 
seriously by business historians. Internalisation is sometimes assumed 
too easily to be motivated by, and result in, cost saving. It may equally 
be motivated by the search for market power. And even if it does result 
in cost reductions, the market structure will determine the extent to 
which this is shared with consumers.’ Forward integration in British 
general insurance may have yielded some cost reductions. We may 
presume that there were some economies in the concentration of admi- 
nistrative work and appropriate skills in local branch offices, rather than 
their diffusion through many relatively small and unskilled agencies. 
Transaction costs may have been reduced by the improvement in infor- 
mation flows for company underwriters and claims officials. No doubt 
financial relations with agents could be more carefully managed by local 
branch managers. But forward integration in British general insurance 
has been most obviously driven by the quest for market power because 
formal collusion removed the weapon of price. On balance, it raised 
costs, and, in a temporarily uncompetitive market, consumers could be 
forced to pay them. When collusion collapsed, the effort devoted to 
forward integration was relaxed. When consumers were able to choose 
between firms with large and impressive organisations and those with 
more modest establishments, but lower prices, as in the motor insurance 
market, they frequently chose the latter. 

The evolution of marketing methods described above can be seen as 
partially paralleling Tedlow’s stages. Fragmented pre-industrial markets 
were followed by a national market, offering standard products at 
standard prices. In the twentieth century, segmentation took place as 
the market gradually moved towards a spectrum of companies offering 
varying products at varying prices. Finally, there seems little doubt that 
insurance is presently in the process of moving towards information 
technology based procedures that will allow far higher degrees of 
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segmentation, made possible by software systems — which can perhaps 
justify the label ‘mass customisation’. 

In these ways, perhaps most associated with the external environment 
of business, insurance has superficially followed the Tedlow model. Yet 
in others, more related to the internal operation of the business, there 
are more contrasts. The ‘mass production’ phase certainly did not drive 
down prices. The reasons for this are straightforward. Standard prod- 
ucts at standard prices were the product not of the technology of mass 
production and a highly competitive market, but of a remarkably 
sophisticated collusive organisation. Cost reductions in insurance were 
constrained by the fact that the largest element was the settlement of 
claims. The tariff conventionally reckoned this to be 55 per cent in the 
nineteenth century, though by the 1960s it had risen to 65 per cent. It 
was not susceptible to any cost reduction associated with scale, though 
this might reduce its annual variability. While some economies might 
seem likely in the 35 per cent or so of costs (including agents’ commis- 
sion) associated with the administration of business, this has been 
difficult to detect statistically. Certainly, in the late nineteenth and early 
twentieth century, office work did not yield scale economies that could 
compare with those available in large scale manufacturing.!!° The acqui- 
sition of a national market did not, therefore, depend on price compe- 
tition from growing firms driven by cost reductions. It was the fruit of an 
organisational expansion which initially proved more effective in 
strengthening the market penetration of the business than price compe- 
tition — and then provided the continuing benefit for existing companies 
of an important barrier to entry for new concerns. 

In the twentieth century, in contrast with the Tedlow approach, 
segmentation has largely focused on price, rather than product specifi- 
cation — and has cut, rather than raised margins. This has been an 
inevitable consequence of increasing entry. The tariff’s pretensions to 
‘scientific’ underwriting were blown apart by the success of independent 
insurers, who could secure a profitable business over the long run while 
discounting tariff premium rates. This gradually forced the tariff to 
recognise finer discriminations in their rating schedules, until this pro- 
cess itself became unmanageable, and the tariffs collapsed. Only then 
was there a proliferation of policy products, because previously the 
tariff had insisted on standard policies, to prevent policy extensions 
becoming an expensive avenue for inter-firm competition.!™ 

We will not understand the evolution of marketing without industry 
studies that demonstrate the origins and motives of competitive strate- 
gies, embedded in the structure and conduct of business. These will 
provide the dynamic articulation that ‘stages’ approaches always 
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quire. If marketing history is to carry conviction, it must not be ob- 
served in isolation. 
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Small Businessmen and their Credit 
Transactions in Early Nineteenth-Century 
Britain 
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It is ten years since McKendrick suggested that historians should pay 
more attention to the ‘hordes of little men who helped to boost the 
demand side’ of the economy during the Industrial Revolution by 
‘satisfying a new consumer market of unprecedented size’.’ While the 
consumer revolution announced by McKendrick has been explored in 
various ways, we still know very little about the business world of the 
small retailer, artisan and craftsman.” This substantial lacuna is largely 
attributable to the perennial scourge of historians, a lack of evidence. 
Mitchell has noted how retail traders, even at the upper end of the 
market, ‘rarely left records’ beyond, perhaps, ‘an advertisement in a 
newspaper’ or a bill ‘among the household accounts of some landed 
family’.? Benson has revealed the variety and extent of working-class 
business activity in the second half of the nineteenth century but can say 
little about the business methods of ‘penny capitalists’ because so few 
kept records.* Hoh-Cheung and Lorna Mui have recently enlarged our 
understanding of eighteenth-century shops and shopkeeping but of 
‘petty shopkeepers’ and their business practices they suggest we can 
know very little for the sources are ‘meagre and scattered’.* Historians 
of nineteenth-century retailing agree that small shops were very com- 
mon in the 1820s and 1830s but they, too, offer only limited insights into 
the way small businessmen actually managed their affairs. Again the 
problem is the ‘scanty surviving volume of account books and published 
material.” The business world of craftsmen and artisans is even less well 
explored and represents one of the great challenges to social, business 
and economic historians. 

Scattered through the County Record Offices of England and Wales is 
a body of legal documents, as yet to be fully recognised or exploited. 
This material offers a limited but useful addition to the sources for the 
history of small business in the early nineteenth century.® It consists of 
documents generated by the workings of the Insolvent Debtors Courts 
and the business records surrendered into court in accordance with the 
terms of the various Acts for the Relief of Insolvent Debtors. 
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The law in the late eighteenth and early nineteenth centuries recog- 
nised three sorts of debtor: the small, the insolvent and the bankrupt.? 
The first was usually the customer of a shopkeeper or craftsman who 
generally owed less than five pounds and was normally pursued in one of 
the many Courts of Requests. The bankrupt was invariably a substantial 
merchant or manufacturer who owed large amounts, had no hope of 
paying his debts, and had attempted to evade his creditors. Bankrupt 
debtors were called to account by a Commission of Bankruptcy after a 
petition to the Lord Chancellor. Between the small debtor and the 
bankrupt came most of those imprisoned for debt in this period. 
Although all classes and all occupations can be found in the lists of 
insolvent debtors the majority were small businessmen for the ‘insolvent 
debtors laws . . . were meant to cover the debt—credit relations between 
retailers and small producers and distributors’. '° 

From the late seventeenth century, debtors had been able to secure 
their release from gaol under one of the occasional acts for the relief of 
insolvents by agreeing to place all their available assets at the disposal of 
their creditors. In 1801 the procedure was laid down which, with only 
minor modifications, remained in force until 1847.1! Debtors seeking 
release had to lodge a petition to that effect, place public notices to alert 
their creditors, submit a schedule of their assets and liabilities and hand 
over to the court their account books, ledgers and any other documents 
related to the business. In court, provided the veracity of the schedule 
was not questioned and there was no opposition to their discharge, they 
vested all their estate and effects in the Clerk of the Peace who assigned 
them to creditors chosen by the court to dispose of for the benefit of all 
the listed creditors." Debtors also had to accept an obligation to repay 
at some future date any debts not expunged by the assignation of their 
effects. They were allowed to retain basic clothes and bedding for 
themselves and their families, the tools and implements of their occu- 
pation and a small sum of money. On these terms the debtor was 
released and was indemnified against future imprisonment for the same 
debts. 

The legal proceedings were conducted by justices of the peace who, at 
the end of a Quarter Sessions reconvened as the Insolvent Debtors 
Court. In 1813 a central court was established in London but in the 
counties the local justices continued to operate until 1824 when their 
jurisdiction was replaced by that of insolvency commissioners from the 
London court who heard cases on circuit. This arrangement continued 
until 1847 when jurisdiction was transferred to the newly established 
County Courts under the terms of the Bankruptcy Act. 

Several useful documents were produced by this process of absolving 
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debtors. The petition for release gave the debtor’s name and, usually, 
occupation, the name and occupation of the detaining creditor and the 
sum for which the debtor was charged. The schedule of assets and 
liabilities had to be thorough in its identification of individuals, occu- 
pations and the sums involved for if it was shown to be deficient in court 
the insolvent was almost invariably sent back to gaol. To guarantee that 
full disclosure was made, and to give creditors omitted from the sched- 
ule a chance to make a claim, notices of insolvents seeking release which 
named their creditors were published in the London Gazette or in a local 
newspaper at least three weeks before the court met. After 1813 a copy 
of the debtor’s schedule had to be lodged with the court in London. The 
records of this court which would have been an invaluable source for the 
investigation of small business were unfortunately scheduled for des- 
truction by the Public Record Office in 1932. The records of the 
Insolvent Debtors Courts, which survive in the County Record Offices, 
are the scattered fragments of this once substantial body of material. 

Several hundred schedules have survived.'4 Most, however, are from 
the earlier part of the century and they lack the fuller details found in 
the rarer examples from the 1820s and 1830s. Of more significance, at 
least as far as the business practices of small shopkeepers and craftsmen 
are concerned, are the caches of account books which are held in some 
County Record Offices. Many of these account books are almost 
impossible to decipher and, not surprisingly perhaps, poor book- 
keeping would seem to have been a common characteristic of insolvent 
debtors, but there are always some which repay the great labour of 
reconstruction. In some counties, the minute books of the Insolvent 
Debtors Court have been preserved, although these rarely contain more 
than lists of court appearances, the debtors’ names and occupations and 
the judgment.'© For Somerset, however, in what appears to be a unique 
survival, a full account of the cases before the court exists in the rough 
minutes of the Quarter Sessions to 1819 and in the rough minutes of the 
Insolvent Debtors Court from that date to 1847." While the summaries 
are usually brief, in cases where the discharge was contested the minute 
books provide a full transcript of proceedings which often reveal the 
intricate nature of the Insolvents’ debt-credit predicament. 

The documentation generated by the Insolvent Debtors Courts offers 
an additional source of evidence for one of the least understood, yet 
most important, aspects of the economic acceleration which occurred in 
the late eighteenth and early nineteenth centuries — credit. Although 
wills and probate inventories have revealed the antiquity, ubiquity and 
sophistication of credit arrangements in seventeenth- and eighteenth- 
century rural England, they are limited in three important respects. 18 
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Firstly, probate inventories became increasingly rare from the 1720s, so 
that they tell us little about small business activity in the latter part of the 
century. Secondly, the inventory was always a one-sided picture of a 
person’s financial affairs; it recorded debts due to the deceased but not 
debts owed.!? Lastly, probate inventories were not common outside that 
group which owned substantial landed property; as a result they do not 
adequately reflect the credit arrangements of shopkeepers and artisans.” 
The records of the insolvency courts offer the prospect of a more rounded 
consideration of small business credit dealings. For the most part they 
deal with shopkeepers, publicans, artisans and craftsmen and they are 
usefully confined to the first four decades of the nineteenth century. 

The occupational distribution of people who appeared before a num- 
ber of Insolvent Debtors Courts is set out in Table 1, and within the 
larger categories of retailers and craftsmen some of the more frequently 
occurring trades are identified. Many insolvents followed two or more 
occupations, often combining activity as a craftsman with liquor retail- 
ing or the keeping of a small shop. In this analysis, insolvents were 
classified according to their first-mentioned occupation. This necessarily 
under-records the number who were additionally engaged in retailing 
alcohol or shop goods. The tailors, watchmakers, shoemakers and 
others who were retailers of their own products were classified accord- 
ing to their productive role. 

When due allowance is made for the particular concentration of 
industrial and commercial activity in Lancashire and London respect- 
ively, the overall consistency of the results is very clear. Retailers and 
craftsmen, the ‘hordes of little men’ who facilitated the consumer 
revolution, always formed the majority of insolvent debtors. The distri- 
bution of insolvency reflected the occupational character of society; the 
more common occupations were always well represented. The small 
number of bakers in the Lancashire sample is explained by the persist- 
ence of home-baking in the north of England well into the nineteenth 
century, and industrial and urban developments in that county also 
explain the higher number of insolvent manufacturers and the very large 
number of innkeepers and shopkeepers. 

Some insolvents blamed their predicament on a specific action or 
set of circumstances. John Goldsmith, a brickmaker and farmer of 
Tunbridge Wells, ascribed his failure to a decline in business and the 
insufficient time he was allowed by his creditors to pay his debts. John 
Hancock, a Somerset watchmaker, claimed he was an ‘unfortunate’ with 
too many bad debts on his books. Joseph Newman, a Woolwich shoe- 
maker, was caught by a downturn in trade, and Edward Thomas, a 
publican in Newport, Monmouthshire, found himself liable for the debt 
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TABLE 1 
OCCUPATIONAL DISTRIBUTION OF INSOLVENT DEBTORS (%) 








Wiltshire Devon Gloucester Lancashire London 

1821-27 1817-37 1824-33 1801-14 May 1821 
No. of cases 117 1129 328 623 204 
Retailers 27.35 27.90 27.74 30.02 34.80 
Innkeepers 10.26 8.59 5.18 14.13 7.35 
Shopkeepers 6.84 5.14 6.71 9.31 4.90 
Bakers 4.27 4.25 6.40 0 32 6.86 
Butchers 3.42 2.92 6.10 3.85 2.45 
Craftsmen 29.91 27.10 36.28 21.45 25.00 
Shoemakers - 3.42 4.69 6.71 1.16 0.49 
Tailors 2.56 1.95 3.05 1 44 1 47 
Carpenters 3 42 301 3.35 2.57 4 41 
Blacksmıths 4,27 1.77 1.22 0.96 0.98 
Weavers 3.42 1.81 4.33 
Dealers 8.55 4.16 9.76 11.40 9.80 
Manufacturers 5.13 4.52 5.18 11.72 3.92 
Farmers 13.68 13.29 3.05 5.78 3.92 
Others 15.38 23.01 17.99 13.63 22.56 





Sources. Wiltshire Record Office, A1/152/29, A1/950; Devon Record Office, QS 36/1, QS 
36/2; Gloucester Record Office, Q/RID/1-3; Lancashire Record Office, QJB/51-59. The 
London figures are drawn from a listing of the cases to be heard in May 1821 in I. Curtis, 
The Insolvent Debtors Court Reporter (1821), pp. 24-32, held in Wiltshire Record Office, 
AL/950. 


of a bankrupt who defaulted on a loan which he had guaranteed.”! 
Although explanations of this sort must not be ignored, it is likely that 
the specifics these men identified simply exposed the fundamental weak- 
ness of their businesses. While the causes of that weakness may have 
been diverse, the insolvent debtors’ records indicate that one major 
problem shared by most small businessmen was their unavoidable 
reliance on credit trading and their inability to regulate customer credit 
really effectively. The latter, in particular, increased their vulnerability 
in difficult times. 

‘ Although historians of retailing in the eighteenth and nineteenth 
centuries agree on the ubiquity of customer credit, the literature, ref- 
lecting the paucity of evidence, contains few illustrations of its nature 
and extent. Using the bankruptcy records of fairly large concerns, 
Alexander has shown that tradesmen who dealt with the upper classes 
had to be prepared to give long-term retail credit.” The insolvency 
schedules of many small retailers and publicans, in particular, indicate a 
similar working-class expectation for at least short-term credit. Henry 
Whittaker, who kept a shop at Withell near Blackburn, was owed over 
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£380 in 1814 by 58 debtors, most of whom were weavers, linen-printers 
and labourers.” Most of the debts were of £3-£5, suggestive of several 
weeks’ credit, and a few amounted to between £15 and £20. Publicans 
tended to have more numerous debtors with much smaller accounts. 
Joseph Rothwell of Ashton-under-Lyne was owed in 1801 a total of £91 
by 168 individuals; 102 owed less than 5s., and only 16 owed him more 
than £1, a pattern which suggests that most of the listed debtors enjoyed 
credit extending for a week or two.” Well into the 1840s and beyond, 
publicans and small shopkeepers were routinely obliged to provide 
short-term credit to their working-class customers.” As late as 1909 it 
was reported that 75 per cent of proceedings in the County Courts for 
the recovery of small debts were for sums owed to ‘the local draper, 
grocer, or butcher.” However much small businessmen might prefer 
cash dealing it was all but impossible to avoid credit transactions. 

The account books of insolvents contain little information about cash 
sales or total turnover so that the ratio of cash to credit sales must 
remain unknown.” They do show, however, that most small business- 
men had a significant number of their accounts receivable unpaid at the 
time of their insolvency. Table 2, which is based on the account books of 
ten insolvents, indicates that the number of customers with unpaid 
accounts could vary considerably, as could the value of the unpaid 
portion, but both were likely to be substantial. 


TABLE 2 
UNPAID ACCOUNTS AS % OF ACCOUNTS RECEIVABLE 
Value of unpaid 


No of A/c % Alcs A/cs as % of 
Period Customers Owing Alcs Receivable 


J. Tutty Baker/Confectioner 1816-23 57 66.66 29.02 
J. Wright Boatbuilder 1824 23 43.48 50 04 
R. Mills Plumber/glazier/decorator 1825 87 47.13 29.27 
W. Harrıs Baker 1832 2 25.00 34.48 
J. Risley Ironmonger 1836-37 120 33.33 14.68 
E. Wainwright Butcher 1808-13 114 8.77 

H. Tolhurst Wheelwright 1812-29 165 12.12 

W Launer Chairmaker/repairer/ 1825-37 202 29 70 

basketmaker 

W. Roberts Baker 1827-31 49 20.41 

S. Stonham Baker 1828-30 44 43.18 


Sources: For Wainwnght and Risley, Buckingham Record Office, Q/DA2/1, 52/2. The 
remainder Kent Record Office, Q/CI/5,6, 50/2, 69/1, 75/1, 104/2, 179/1. 


SMALL BUSINESSMEN AND CREDIT TRANSACTIONS 53 


Only two of the tradesmen in this sample had Jess than 20 per cent of 
their accounts unpaid at the time of their insolvency. If we can assume 
that most individuals threatened with insolvency proceedings would 
have encouraged their account customers to settle their bills, it seems 
reasonable to suggest that most small businessmen could expect that 
between 25 and 50 per cent of their accounts receivable would be unpaid 
at any time. The value of those unpaid accounts could vary considerably 
depending upon the type of business, the frequency with which bills 
were presented and, most importantly, the number of customers with 
large accounts who paid promptly. 

Many small businessmen, especially in rural areas, were very reliant 
on the extensive custom of a few individuals. Henry Tolhurst, a wheel- 
wright in the aptly named village of Debtling in Kent, had 165 account 
customers, but between 1813 and 1818 his work for just three men made 
up 55 per cent of his account business, with one supremely important 
client accounting for 35 per cent. James Tutty, the baker, had two-thirds 
of his accounts unpaid, but they amounted to less than one-third of the 
value of his accounts receivable because his six major customers who 
formed 53 per cent of his account trade had paid their bills. Reuben 
Mills had 87 account customers, but the glazing and plumbing of houses 
for two of them made up almost 40 per cent of his business in 1825. Most 
of Joshua Wright’s accounts were for small jobs, basically repairs and 
maintenance, but in 1824 he built two boats. The one he was paid for 
was worth 44 per cent of his year’s business, the other was worth 48 per 
cent. The small businessman’s dependence on a few large customers 
inevitably increased his exposure to their whims and financial decisions. 

It is very doubtful if many tradesmen in this period could expect to 
balance their income and expenditure in any meaningful way. Apart 
from the problems presented by the complexities of business arithmetic, 
which will be discussed further on, the tradesman had no means of 
regulating his income from credit transactions. Customers paid at their 
discretion and not at the tradesman’s behest. Henry Tolhurst kept an 
unusually detailed ledger, and for 65 per cent of his paid accounts he 
noted the date of payment. Table 3 shows how promptly his clients 
settled those accounts. 

The number of accounts settled within one month suggests that 
Tolhurst probably presented his bills fairly soon after a job was finished 
or, with his major clients, at the end of an account period. His efficiency 
did not prevent many of his clients from delaying settlement. Nearly half 
his accounts were still unpaid after three months, almost 30 per cent 
after six months and close to 17 per cent had not been settled a year 
after presentation. A calculation of the value of the work done and the 
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TABLE 3 
PAYMENT OF ACCOUNTS RECEIVABLE TO H. TOLHURST, WHEELWRIGHT, 1812-29 


Paid within 1 month 90 35.43% 
Paid within 2-3 months 46 18 11 
Paid within 4—6 months 42 16.54 
Paid within 7—11 months 33 12 99 
Paid 12 months and over 43 16.93 


Source: Kent Record Office, Q/CI/69/1. 


payments received between 1813 and 1828 shows that for ten of the 16 
years Tolhurst’s receipts were less than the value of the work done. The 
deficits in those years ranged in amount from £13 to £126 and on five 
occasions exceeded £50. As a percentage of the value of the work done 
during the year, the deficits ranged from eight per cent to 64 per cent, 
and for six of the ten years they exceeded 30 per cent. The totals for 
1813-28 show an overall shortfall of six per cent on a volume of business 
which was close to £3,000. Since it seems unlikely that Tolhurst did any 
business which was not recorded in his ledger, it is clear that he 
tolerated, or was forced to tolerate, a high degree of uncertainty with 
regard to his income and was frequently in a position where he would 
have been vulnerable to an importunate creditor. 

Major customers expected and received long-term credit. One of 
James Tutty’s customers ran an account for 114%) months with 156 
transactions before making a full settlement of over £20, which was a 
very considerable sum to a small country baker. Robert Rugg, who was 
Henry Tolhurst’s principal customer for many years, normally settled 
his account within six months of its presentation, but from May 1817 he 
paid nothing for four years, eventually settling an account worth nearly 
£300, an amount substantially in excess of the average annual value of 
Tolhurst’s business. Robert Edmead’s account with John Brothers, a 
decorator, plumber and glazier, began in January 1816; two years later 
he paid his account to that date and then continued to employ Brothers 
over a four-year period before once again settling his account by pay- 
ment of a lump sum of over £33.? Customers who enjoyed such credit 
reduced the cash flow and increased the vulnerability of small business- 
men, and if they were ultimately unwilling or unable to settle their 
account the loss could be considerable and perhaps the trigger for 
insolvency. The interdependency inherent in credit transactions 
increased the vulnerability of small businessmen. Edward Wainwright, 
a butcher of Farnham Royal, allowed a carpenter who was working for 
him to purchase meat on credit; at the end of three years he owed £76, 
which Wainwright could not recover because the carpenter had by then 
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become insolvent. Wainwright’s own insolvency followed shortly after. 

Small customers, too, could often prove as whimsical as large ones in 
the irregularity with which they settled their accounts. William Dawson 
kept Henry Tolhurst waiting from October 1815 until June 1819 before 
paying his bill for £3 2s. David Latter, a blacksmith, did 13 jobs for one 
customer over 11 months worth £1 8s. before he received six shillings on 
account." A carrier and coal dealer made 25 deliveries over six months 
from October 1822 valued at £2 7s. 6d.; he subsequently received 4s. 6d. 
in four payments, and five years later was still owed over £2 when he 
became insolvent.** Widow Evendon first bought bread from William 
Roberts in July 1827, and she made occasional purchases until the end 
of February 1829. In that time she paid just 1s. off an account worth £1 
8s. 2d. Some rural customers preferred to pay in kind, and retailers had 
little choice but to accommodate them. William Roberts, in addition to 
the widow’s mite, received payment for bread accounts in straw, coal, 
cloth, feed for a pony and a pair of breeches and gaiters. Joseph 
Lawrence, a Burnham publican, had several customers who paid in 
kind, including one farmer who settled his account with loads of hay and 
straw, potatoes, barley meal and bacon.” Delayed settlement, pay- 
ments in part settlement and payments in kind all created extra difficul- 
ties, and small businessmen who did not have a substantial cash 
component in their trading increased the riskiness of their venture, for 
they could not predict with any certainty the cash flow from their credit 
customers. 

Customers who paid a more or less regular sum against their account 
but purchased goods in excess of the amount they paid were a mixed 
blessing that many shopkeepers encountered. Although the tradesman 
received regular and much needed cash payments the customer’s indeb- 
tedness rose until it might exceed their ability to pay. James Evans, a 
Monmouthshire shopkeeper, had one valued, but unnamed, customer 
whose account was kept separately in a small book.*4 The account for 
July 1828 to June 1829 shows monthly payments of between £5 and £7, 
though the goods received often exceeded that amount. The customer’s 
indebtedness stood at £8 16s. in August 1828, but in ten months had 
crept up to nearly £23. Evans may well have felt that his indulgence of 
his customer’s increasing indebtedness created an obligation which 
bound the person to him, but it was a strategy fraught with danger. 

The manner in which some tradesmen presented their bills, irregu- 
larly and often a long time after the goods or service had been supplied, 
was not an aid to solvency. Craftsmen, in particular, do not seem to 
have been very aggressive in presenting their accounts. William Launer, 
a chairmaker, repairer and basket-maker, listed over 200 customers in 
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TABLE 4 
NUMBER OF DEBTORS LISTED BY INSOLVENTS: 323 CASES 


None 44.27% 
1-10 31.89 
11-20 8.36 
21-30 6.19 
31-40 0.93 
41-50 1.55 
51-100 3.41 
> 100 3.41 


Sources: Lancashire Record Office, QIB 51-59; West Yorkshire Record Office, QDA; 
Gwent Record Office, QADP; Kent Record Office, Q/CI; Buckingham Record Office, 
Q/DA. 


the 12 years covered by his ledger, but he did not bother for years on 
end to draw up accounts for small amounts. He repaired a chair for a 
local surgeon in June 1826 and proceeded to do other small jobs over the 
next ten years before finally drawing up a bill. Another customer’s 
account began in November 1825 and was first reckoned up in February 
1829; this was not paid and it was added to over the next four years until 
1833 when it totalled nearly £3 10s. John Brothers, the decorator-cum- 
glazier, sent out his bills three to six months after he had done his work 
and it seems likely that this showed an indifference to prompt payment 
on his part rather than an awareness of the new fashion for three 
months’ credit allowed by some suppliers and wholesalers. Bakers, 
however, seem to have drawn up bills more frequently than most other 
tradesmen, possibly because their goods were cheaper, their margins 
tighter and their contact with customers more regular. William Roberts, 
for example, presented his bills every seven to eight weeks, although 
regular presentation was rarely matched by an equal regularity of 
payment. 

While most insolvent debtors’ schedules do not contain a full list of 
creditors, they almost invariably include a full list of the insolvent’s 
debtors and the sums involved. Table 4 shows the number of debtors 
listed by over 300 insolvents who could accurately be described as small 
businessmen. 

Publicans and shopkeepers were especially prominent among insol- 
vents with numerous debtors; they made up 60 per cent of those with 
more than 21 debtors and over 80 per cent of those with more than 100. 
A Manchester grocer, detained for a debt of a little under £55, was owed 
£170 by 105 inhabitants of Deansgate, Long Millgate, Red Bank and 
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Oldfield Lane, and a Salford publican and shopkeeper was owed over 
£460 by 135 customers.” 

One of the major problems associated with credit arrangements at any 
time is the synchronisation of payments owing as a debtor with money to 
be collected as a creditor.*° Quite a number of insolvents were owed an 
amount which exceeded the sum for which they had been gaoled. For 
the 22 per cent of insolvents in this position, it may well have been the 
case that their inability to meet the demand of their detaining creditor 
was directly related to their own liberality with credit allied to poor debt 
collection. These were retailers and craftsmen who might reasonably 
have expected to avoid prison had they been able to secure payment of 
the sums owed to them. A few insolvents may even have been owed 
more than they owed all their creditors put together. William Rodgers, 
a victualler of Trevethin in Monmouthshire, owed his creditors £116, 
but was in turn owed £145 by his customers.°” Cases like this may have 
been fairly common, but this must remain a speculation because most of 
the surviving schedules do not include a figure for the amount owed to 
creditors. Table 4 showed that 56 per cent of this sample of insolvents 
were owed money. Table 5 illustrates the range and distribution of the 
sums they were owed, which in most cases is a measure of the credit they 
had extended to their customers and clients. Shopkeepers and publi- 
cans, who were forced by the nature of their trade to offer easy credit, 
were especially well represented among those insolvents who were owed 
more than £100. 


TABLE 5 
AMOUNT OWING TO INSOLVENTS, 329 CASES 


Nil 43.71% 
£ 1-10 8.51 
£ 11- 20 6.08 
£ 21- 30 4.56 
£ 31- 40 6.08 
£ 41- 50 1.82 
£ 51- 60 2.74 
£ 61- 70 1.82 
£ 71- 80 4.25 
£ 81- 90 1.82 
£ 91-100 2.13 
£100~200 8.21 
£200-~300 2.13 
£300—400 1.82 
£400~500 1.82 
>£500 2.13 


Sources. As Table 4. 
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It has been suggested that the credit relationship between substantial 
shopkeepers and their suppliers was beginning to change in the 1820s; 
informal arrangements, extended credit and payments on account were 
being overtaken by cash on delivery, credit for three months and 
discounts for prompt settlement in full.** There is not enough evidence 
to demonstrate conclusively whether or not such practices regulated the 
dealings of petty shopkeepers and craftsmen. Where small retailers used 
a larger retailer as their supplier instead of a wholesale house, and 
craftsmen bought their materials from one another, it seems likely that 
the older patterns prevailed. John Morris of Bridgewater, who sold ale 
which he bought ‘a Gallon or 2 at a Time’, and Luke Durbin of the same 
county, who kept a ‘little shop of goods . . . the whole not worth above 
3 or £4’, were in business in such a small way that they were not likely to 
be troubled by new developments in wholesale credit.” Instead, like 
their customers, they probably operated on older, more flexible notions 
of credit and credit-worthiness. 

Retailers in the early nineteenth century had no difficulty in obtaining 
commercial credit, but not all of them understood the risks involved. 
Henry Ellis had only been in business a few days as a watchmaker 
before he was visited by wholesale jewellers who pressed him to open 
accounts with them. Ellis was prudent and cautious, but he felt it was ‘a 
task of no ordinary difficulty’ to resist the blandishments of the travel- 
lers for wholesale firms who offered extended credit on easy terms. He 
believed that many young tradesmen were persuaded to overtrade their 
capital and were ‘ruined by accumulating stock too rapidly’ as if ‘the 
goods were never expected to be paid for’. As dangerous as over- 
stocking on credit was consistent over-ordering beyond the regular 
payment on account. James Symons, insolvent in 1816, had kept ‘a little 
shop in the Cloth Way’ at Crocombe in Somerset. Over five or six years 
he had accumulated debts of over £220 as a result of paying ‘money on 
acct. to my credit’ while steadily over-ordering and increasing his in- 
debtedness.*! Overtrading, whatever form it took, left the business with 
an excessive credit exposure relative to its capital base.“* It was always 
risky for the small businessman to over-extend his reliance on credit for 
he might be brought down by a single creditor’s loss of confidence. 

In rural and provincial England, tradesmen were chiefly concerned to 
establish their creditworthiness with a supplier, and this was most 
commonly done by regular payments on account with no particular 
emphasis on full or final settlement. Trade credit was wholly a matter of 
personal confidence, of ‘one man’s measure of another’s worth’.** 
Henry Ellis made a point of sending his London supplier and principal 
creditor ‘remittances whenever I had any cash to spare, thereby estab- 
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lishing my credit with him’.“ Charles Stapely, a housepainter, paper- 
hanger and glazier, was in severe financial difficulties for most of the 
1820s but his.overwhelming concern was always to obtain sufficient 
funds to allow him to preserve his credit by payment on account.” The 
danger in this, for the tradesman as for the customer, was that indebted- 
ness might increase beyond an ability to pay. William Farnham, a 
cobbler, placed 42 orders with his supplier in 12 months from May 1826 
with a value of just over £100. During that time he paid £64 off his 
account by 13 payments in cash. In 1827 and 1828 there were fewer 
orders and no payments and when the account closed he owed £41.46 
William Hooper, who very briefly ran the Royal George at Folkestone, 
likewise managed to accumulate a debt of £40 in a single year by placing 
orders which consistently exceeded his payments on account. 

It is not surprising that trade debts usually formed the greater part of 
most insolvents’ indebtedness both in number and value. This had been 
the case for many shopkeepers in pre-industnal England and it con- 
tinued to be the norm.® Trade credit offered an important source of 
liquidity and a method of financing business dealings beyond the con- 
straints imposed by a small capital base. John Clark, a baker of 
Egerton in Kent, was gaoled in 1821 at the suit of a local miller who was 
owed £23. His debts to his ten creditors, amounting to £99, had built up 
over two years. He owed £80 to four of the seven individuals who had 
supplied him with flour, and over £4 to a wood dealer who sold him 
firing for the oven. His debts which were not trade-related amounted to 
only £6 10s.® Edward Thomas, a publican, owed his detaining creditor, 
a maltster, £32; his debts totalled nearly £450, but a large portion of this 
was owed to a bank after he unwisely acted as guarantor for another 
tradesman who went bankrupt. His other debts, spread among 15 
creditors, were chiefly for malt and liquor, and his non-trade debts 
amounted to a mere £14.°' Joseph Newman, a shoemaker, owed his ten 
creditors £68; one-third of this sum was owed to his detaining creditor, a 
leather supplier, and all but two of his creditors were suppliers of trade 
materials. Only £14 10s. was owed in non-trade debts.’ The sums owed 
to detaining creditors were generally quite small. An analysis of the data 
used in Table 4 reveals that over 70 per cent of insolvents were confined 
for debts of less than £60. 

The risks inherent in any small business venture in the early nine- 
teenth century were raised considerably for those who were prepared to 
act as money lenders. References to ‘money lent’ occur in the schedules 
of many tradesmen, but in both rural and urban areas they are found 
most commonly in those of publicans and shopkeepers. These retailers 
handled more cash than most other individuals in the community and 
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were the logical source for loans. The frequency with which these 
tradesmen listed such debts suggests that moneylending was a service 
expected by their customers; indeed it may have been necessary to 
ensure continued custom. J. Tutty, the baker and confectioner, ad- 
vanced money to one customer on a regular basis for more than two 
years. At weekly intervals he entered against Mrs Dannet’s name an 
amount, usually 6s., for ‘cash and bread’. The account was settled after 
six months and the same pattern was repeated on three further occa- 
sions between 1817 and 1819. On each occasion Tutty’s exposure was 
more than £7 and his dealings with this customer formed over 15 per 
cent of his account business. It seems likely that Tutty was prepared to 
act in this way because he wished to retain Mrs Dannet’s custom and 
clearly he trusted her. His confidence was not misplaced; she always 
settled her account promptly but the risk of substantial loss was ever 
present. This case is unusual and most loans were almost certainly 
occasional short-term advances to be repaid at the earliest opportunity, 
for prompt repayment was the only way to secure both loans and credit 
in the future. Moneylending was always risky, however, and by unselec- 
tive lending William Bond contrived to lose £230 in a single year when 
he had a public house at Maidenhead.” 

To manage credit effectively good records are essential, yet in this 
period the evidence suggests that many shopkeepers, publicans and 
craftsmen were indifferent book-keepers. Alexander has noted that 
even for many superior tradesmen ‘business arithmetic was a formidable 
mystery’.°* The Day Book, the book of original entry, which recorded 
the goods sold or the work done each day, and the ledger, to which the 
day’s transactions were transcribed in an orderly arrangement, were the 
foundations of good book-keeping.” Day Books outnumber ledgers 
among the business records which insolvents handed into court and 
most account books, of whatever type, cover relatively short periods. It 
appears that most small businessmen were interested primarily in their 
daily income and thus tended to keep only current books which were in 
use at the time of their arrest. The general scarcity of ledgers and 
account books covering more than a fairly short period tends to confirm 
the impression that many small businessmen were not systematic book- 
keepers. Well kept, comprehensive records with regular balances are 
very rare indeed and it would appear that few tradesmen could ever 
have had an accurate picture of their financial state. 

Recording daily earnings and cash expenditure was a cardinal rule 
with Henry Ellis, who opened his watchmaker’s shop in Exeter in 1814, 
though he noted that many tradesmen were ‘ruined from want of this 
system’. It was common, he said, for such people never to know their 
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profits or their expenditure, and as a result they fancied that their cash 
receipts were theirs to spend ‘not reflecting that, although they had 
obtained credit, the day of reckoning’ was to come.>° Many insolvents 
used the entries in their Day Books as evidence of the sums they were 
owed and the listing of many debtors by some shopkeepers and publi- 
cans suggests that this facet of book-keeping was probably fairly general 
and certainly more common than the surviving evidence would indicate. 
Careful book-keeping by itself, however, was no guarantee of solvency. 
Charles Owen, a Liverpool hatmaker, must have kept exceptionally 
detailed records, for he was able to list 471 individuals who owed him 
over £450 for ‘hats supplied and work done’. George Cowley, a slop- 
seller of the same city, could list the many sailors he had dealt with, but 
he was still owed over £630.°” 

For the illiterate tradesman, the maintenance of any form of reliable 
business records must have been both difficult and haphazard. It is hard 
to imagine how John Summer, a blacksmith, or Robert Skerrit, a 
cabinet-maker, could have kept track of their transactions or how 
Walter Prosser and John Roberts could have been in business as vic- 
tuallers when none of the four could write.” It is possible that they had 
literate wives who kept their books, but it is more likely that they simply 
tried to remember their incomings, outgoings and what they were owed. 
This was how Thomas Machem, a fisherman and shopkeeper of 
Chepstow, and his wife carried on their business; in his schedule he 
listed 25 debtors ‘all for shop goods . . . on the testimony of myself and 
wife no books having been kept’.~? 

Trade credit and customer credit were an inseparable part of small 
business activity in the late eighteenth and early nineteenth centuries, 
but ‘credit and insecurity went hand in hand’. Twenty years ago 
Anderson suggested that trade credit provided a ‘highly volatile and 
uncertain foundation’ for eighteenth-century economic growth.®! More 
recently Hoppit has concluded that the difficulties of credit management 
were ‘constant problems, part of the fabric of enterprise’.© Those 
judgements appear to be equally valid for small business in the early 
nineteenth century. The control of credit was a vital factor in the success 
or failure of a small business venture. Even though ready-money trans- 
actions became increasingly the normal practice as the century wore on, 
most small businessmen faced the same problems of credit management 
which had caused the downfall of so many insolvent debtors. It is for 
that reason that the evidence of these business failures is so valuable; it 
throws a faint beam of light on to the otherwise barely illuminated world 
of the small business survivor. The position of the petty shopkeeper, 
craftsman and artisan, like that of the publican, was ‘always rather 
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shaky’ and it has been suggested that it was ‘an unusual tradesmen in 
this period who did not at some time in his career, either come very 
close to insolvency or actually experience it’.® The business world of the 
‘hordes of little men’ who catered to the expanding consumer market in 
early industrial Britain was a very risky one, and the evidence of the 
Insolvent Debtors Courts can help us to understand it a little better. 
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Hidden unemployment is commonly referred to by economists in 
their writing. They deduce that it exists. Those in industry must 
wonder what clinical authority they have for their parrot-like 
repetitions of this suggestion . . . Those who know industry find it 
barely conceivable that ‘hidden unemployment’ of any notable 
magnitude exists. 


Many commentators on post-war Britain have suggested that the work- 
force and its unions must accept a large part of the responsibility for the 
country’s continuing economic ills.” British workers may or may not 
have been unusually strike prone, but they have certainly long colluded, 
it is believed, in a range of restrictive practices on the shopfloor, thus 
increasing costs, curtailing output and drastically limiting the scope for 
necessary industrial modernisation. As the distinguished Anglo- 
German academic Ralf Dahrendorf has recently put it, working people 
in Britain have tended to ‘stretch their work so that it begins to look like 
leisure’.? In this situation, the inevitable consequence has been econ- 
omic stagnation. 

Over the following pages we aim to challenge this view and demon- 
strate that restrictive practices of this type have been nowhere near as 
common or serious as some have argued. We focus on private manufac- 
turing industry in the years 1945-60, a period during which it might be 
thought, a priori, that, with full employment, restrictive practices would 
be growing in importance.‘ In the first part of the paper we look at the 
arguments of those who have thought that this was in fact the case. 
Subsequently, we marshall a wide range of contemporary evidence 
which appears to substantiate our counter-proposition. Finally, we re- 
flect upon this evidence and present some general conclusions. 

The most strident critics of restrictive practices on the shopfloor have, 
not surprisingly, usually been associated with the political right. For 
example, in 1979 G.C. Allen summed up a view often previously 
promoted by the Institute of Economic Affairs when he suggested that 
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restrictive practices were an intrinsic part of ‘the British Disease’.° 


Strikes had been harmful, he noted, but the real problem over the post- 
war period was the everyday impact of labour’s intransigence, which 
had led to ‘chronic over-manning’ and ‘deterred firms from investing in 
new equipment’.® Inevitably, this refrain has been taken up, too, by 
politicians, with Mrs Thatcher being particularly forthright on the sub- 
ject. Restrictive practices, she asserted in 1978, had grown over the 
previous century and were now ‘encrusted like barnacles on our indus- 
trial life’. Indeed, they were quite clearly ‘the chief obstacle’ to popular 
prosperity. How could it be otherwise, Mrs Thatcher asked: ‘When two 
men insist on doing the work of one, there is only half as much for 
each’?? 

Of course, such claims might easily be dismissed as self-serving, but 
they gain in plausibility because they have also been advanced by more 
sober and scholarly authorities. The influential political historian Keith 
Middlemas has described how governments, unions and employers 
settled down to a cosy corporatism after 1945, while obvious problems, 
like labour’s Luddism, were simply brushed under the carpet, and this 
interpretation is also given credence in Correlli Barnett’s widely read 
The Audit of War. Moreover, the pernicious influence of restrictive 
practices has also been emphasised by several leading economists and 
economic historians, and is stressed particularly by those who, like 
Broadberry and Crafts, take institutions seriously and wish to under- 
stand their impact upon growth.’ A key reference point in this literature 
is the work of Mancur Olson. 

Olson’s writings are so widely cited because they appear to offer a 
very convincing explanation as to why restrictive practices have been a 
particular problem in Britain. His starting point is a global statement 
about economic growth and retardation derived from a general theory 
of collective action.!? He argues that collective bodies such as cartels, 
trade unions and employers’ associations obstruct efficient resource 
allocation, because individuals will only participate in such bodies — and 
thus ensure their survival — if they are able to appropriate private 
benefits from group actions. The negative effects here will be especially 
pronounced if the collectivities manage to survive a long time, and are 
not swept aside by calamities like war, totalitarianism or occupation. A 
major qualification to this broad proposition occurs if collectivities are 
highly encompassing since then the potential harm that they can do will 
be so widespread as to engender self-correcting (and thus self- 
preserving) actions. Such encompassing organisations may in fact, at the 
limit, actually benefit society, because they have good reason to raise 
output in the economy. In Olson’s words, the members will ‘own so 
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much of the society that they have an important incentive to be actively 
concerned about how productive it is’.1? 

: The implications about Britain that arise from these observations 
seem to be as follows. The country has been, in effect, a double loser. 
Collectivities grew up in Britain over a long period and have never been 
radically disrupted, a situation that contrasts strongly with the experi- 
ences of other countries such as France, Italy, Germany and Japan. At 
the same time, British institutions have rarely, if ever, been fully 
encompassing, either. Trade unions in particular, have continued to 
play a fractious and sectional role.'? All of this has inevitably meant 
slow growth. 

How convincing are these various kinds of literature on restrictive 
practices? The first point to make is that many of the strongest alle- 
gations turn out to be based on very little hard evidence. Some authors 
present their conclusions as if they are self-evidently true. Where 
examples are cited, they tend to be drawn (often without any comment) 
from the same group of industries — usually printing, shipbuilding and 
the docks. Nor is evidence treated with sensitivity. The Institute of 
Economic Affairs’ enquiry during the mid-1960s, which produced the 
much-quoted volume The Restrictive Society, cited a Sunday Times 
investigation of 1956 to support its view that restrictive practices had 
been long endemic in British industry. However, in reality, the news- 
paper was far less definite than it was later purported to be. It examined 
four sectors, and found that restrictive practices were only evident in 
one or possibly two (shipbuilding and the railways).‘* 

Olson’s work demands to be taken seriously, yet it, too, seems to be 
flawed. Olson has attracted considerable support from economists and 
economic historians because his methodology conforms to the tenets of 
individual rational action theory inherent in neo-classical economics. 
However, this choice of approach can be criticised because it encour- 
ages a misleadingly simplified view of reality. 

Whilst claiming allegiance to methodological individualism, much 
rational action theory is actually closer to orthodox Marxism in its 
attachment to structural determinism. Individuals are aggregated 
according to some location in the economic or political firmaments and 
their aims and objectives are then neatly ‘read off’ from that location." 
In the same way, Olson ascribes objectives to his collective bodies which 
are simply the consequence of their place in the economic structure. 
There is no need for any close investigation of how interests are under- 
stood or strategies formulated. Indeed, in effect Olson simply inverts 
Keynes’ famous, if unhelpful, dichotomy and asserts the dominance of 
interests over ideas. 
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The weakness of this is that it involves far too much determinism in 
the relationship between structure and action. Interest groups do cer- 
tainly have structural conditions of existence and these will, of course, 
always shape patterns of conduct. Nevertheless, the linkages here are 
above all matters of process, and may be influenced, too, by a whole 
range of other factors — social, cultural and political. Disregarding 
this multiplicity of pressures will necessarily produce misleading 
conclusions. 

A brief illustration of what is at stake here can be provided by looking 
at the actual situation in Britain during the immediate aftermath of the 
Second World War.!6 Using Olson’s terms, it may be argued that both 
the Federation of British Industries (FBI) and the Trades Union 
Congress (TUC) emerged from the hostilities with their encompassing 
natures greatly enhanced. Indeed, the structural conditions at this time 
were very similar to those that had generated corporatist arrangements 
in countries like Sweden at the end of the great depression. The two 
peak organisations were then confronted by a Labour government 
which put a high priority on industrial modernisation and spent con- 
siderable effort on measures to improve productivity. The interesting 
point is that the TUC and the FBI reacted to Labour initiatives in very 
different ways. The unions broadly supported official objectives, for 
example the incomes policy of 1948-50 and a variety of initiatives aimed 
at improving productivity. Yet the FBI chose to be as obstructive as 
possible, and in fact was able to neuter several important measures. 
What explains these contrasting responses? 

The unions, of course, had a clear incentive to co-operate. This was 
their government, but it plainly could not deliver full employment and 
the welfare state if inflation accelerated or production and exports did 
not expand. For the employers, however, the situation was very differ- 
ent. Here the major concerns were not just shaped by some economic 
calculation but also revolved around the explicity political desire to limit 
state intervention, whatever it aimed to achieve. Facilitating the trans- 
formation of this objective into reality was the coincidence of two other 
factors. Employers enjoyed a relatively favourable commercial environ- 
ment at the end of the war, and this allowed a wide range of companies 
to generate high profits. At the same time, it was clear that Labour’s 
policies would only be pursued through the medium of consultation, 
since the government continued to emphasise its commitment to main- 
taining tripartite co-operation.” In this context, it was always likely that 
employers would be able to ignore or actually resist the administration’s 
suggestions. Exhortations to ‘become efficient or perish’ were met with 
indifference. Meanwhile, more concrete reforms which the government 
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wanted endorsed by the consultative machinery could be easily sabo- 
taged by those with a different agenda. 

What all of this strongly indicates is that Olson’s model cannot really 
aid understanding of a significant episode in recent British history. 
Important ‘actors’ were actually behaving in very different ways from 
the pattern suggested by his approach. Most obviously, the employers’ 
responses to Labour initiatives cannot be understood in terms either of 
their structural position or allegedly encompassing nature. Theirs were 
political objectives, given potency by the particular character of the 
post-war years. It may be right to conclude about Olson, therefore, that 
what he has produced is not an explanation, merely an ahistorical set of 
abstractions. His thesis seems to provide little more satisfaction than the 
offerings of far less sophisticated analysts.'® 

At this point, it appears wise to turn from the current literature and 
re-examine the contemporary evidence. Many recent authorities have 
argued, as we have shown, that restrictionism was strongly evident on 
Britain’s shopfioors after 1945, but not much of what has been written, it 
seems fair to conclude, is very persuasive. Can some new insights on the 
whole issue be generated by a detailed search through the archives? 

Looking at the press in the 1940s and 1950s, it is certainly easy to find 
vivid exposures of restrictive practices.!? Some more substantial enquir- 
ies came to similar conclusions. In pulling together the Anglo-American 
Productivity Council findings, Graham Hutton emphasised that restric- 
tionism of all kinds occurred in Britain, and was one reason why this 
country lagged behind the United States when it came to productivity 
growth. Nor were such impressions simply confined to outsiders. 
Lewis and Stewart’s 1958 study The Boss reported that, next to high 
taxation, ‘the cussedness of labour’ was the businessman’s greatest 
grievance. As the ordinary employer saw it, they noted, labour expected 
‘the annual increase in the standard of living as advertised’ but would 
make no real contribution to get it. In this situation, according to Lewis 
and Stewart, most business leaders had become quite jaundiced about 
their workers: ‘Perhaps some indication of business gossip about labour 
behind the scenes is furnished by the remark “probably half those 
engaged in industry are redundant; they do not work, they are merely 
employed” ’.71 

Taken together, these various accounts appear to constitute a formid- 
able indictment, yet closer inspection once again exposes flaws. Some 
industrial correspondents did, of course, have good contacts in business 
and may have accurately reported what they were told. Nevertheless, it 
is not certain what employer’s complaints really added up to: grumbles 
from the boardroom were, of course, nothing new. Moreover, some of 
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the press accounts have a formulatory ring and may well have been 
shaped more by the pressure to grab the reader’s attention than the 
desire to present accurate facts. In these pieces, restrictive practices are 
always being ‘exclusively exposed’ after having remained ‘hidden’ be- 
hind a ‘conspiracy of silence’. Finally, it is also worth noting that, even 
in the more substantial pieces, hard examples of restrictionism do not 
occur with any frequency. Little wonder, then, that when a Con- 
servative MP asked his party’s Research Department for a brief on 
restrictive practices in 1956, he was told by an official with access to the 
more obvious published sources that ‘no worthwhile research [had been] 
done into the matter since the 1930s’. 

The latter comment might suggest that little more can be said about 
restrictive practices in post-war Britain. However, such a conclusion 
would be premature. For looking into the matter more closely reveals 
that there is, in fact, a rich vein of further evidence on the subject. Much 
of this comes from academic studies or various semi-official enquiries. 
And, interestingly, most of it supports the view that restrictive practices 
were much less of a problem than so many have continued to allege. 

One important body of data emerges from various journalistic and 
academic enquiries which involved serious questioning of those in the 
business world. The social investigator Ferdinand Zweig was an early 
exponent of this approach, interviewing some 400 people in industry 
during 1947 and 1948.77 His aim was to discover what factors were 
shaping productivity performance and how the trade unions were be- 
having on this question. He concentrated on five main sectors (building 
and civil engineering, cotton, engineering, iron and steel, and printing) 
and found that restrictive practices of various kinds were certainly 
sometimes evident. However, he also emphasised that the incidence and 
severity of restrictionism varied considerably. Printing employers 
seemed to be badly hemmed in by custom and practice, but in the other 
four sectors the situation was not nearly as bad. Moreover, Zweig was 
careful to record his belief that the overall position was gradually 
improving. As he explained: 


I tried to see whether restrictive practices are on the increase or 
decline. When I started my inquiry I was under the impression that 
restrictive practices were increasing, because of the strengthened 
bargaining power of the Unions. But fortunately the reverse is 
true. 


P.W.S. Andrews and E. Brunner conducted their research at roughly 
the same time as Zweig. They were part of R.F. Harrod’s circle at 
Oxford and attended a regular series of discussions with senior business- 
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men that ran for almost two years.” Amongst other things, Andrews 
and Brunner wanted to discover what influenced decision-making over 
the introduction of new machinery. Was anticipation of resistance from 
labour a significant factor or were the really important determinants 
finance and the tax structure? Putting these points to their contacts 
revealed that, whatever the position with the other variables, the fear 
that labour would be an important impediment was not uppermost in 
businessmen’s minds. In fact, only three of the 18 interviewed felt that 
labour hostility might be influential. In these circumstances, Andrews 
and Brunner confidently concluded that there was ‘little evidence that 
resistance of labour to new machinery was important in preventing 
investment in a firm’.7° 

Addressing the question as to whether restrictive practices were 
harming output, the authors found that their contacts’ views were 
somewhat equivocable. Most of those questioned felt that production 
was being deliberately constrained, with seven being definite about this 
and five being rather less certain. However, as Andrews and Brunner 
noticed, when it came to substantiating these opinions, the businessmen 
themselves became rather more cautious. ‘Although a majority of our 
witnesses’, they wrote, ‘were convinced of the existence and importance 
of restrictive practices, a number stressed how difficult it was to make a 
rational assessment of their effect.” 

Similar findings emerged from a Future survey of 1951.” The journal 
had asked Social Surveys Ltd to find out about a wide range of manage- 
ment attitudes and this had led the company to circulate a detailed 
questionnaire to ‘a random sample of manufacturers’. The number 
replying constituted what the journal called ‘an adequate sample to 
represent business views’, though one that was ‘somewhat weighted in 
favour of firms with more than 100 employees’.”? The findings reported 
were revealing on a number of issues, not least the question of restric- 
tive practices. The sample was asked ‘Do you find trade union practices 
or trade customs restrict output or keep up costs?’ In all, only 19 per 
cent agreed that union actions were damaging, while only 14 per cent 
said the same about trade customs. Future admitted that some might 
well find these figures surprising, and was resigned to the fact that 
‘economists of the Right and the Left’ would probably not believe what 
they were reading. Nevertheless, the journal stood by its survey. The 
position was quite clear: ‘In management’s view, restrictive practices of 
all kinds have little effect on British industrial efficiency’.*” 

Finally, reference needs to be made to Carter and Williams’ work, 
which appeared towards the end of the 1945-60 period.’ These authors 
were primarily interested in how technical progress could be speeded up 
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but their findings hardly reinforced the idea that restrictive practices 
were of great significance. There could be no doubt that some resistance 
to new techniques had occurred, though where good management 
existed, this had remained virtually unknown. However, Carter and 
Williams continued, it was necessary to put the whole question in 
context, and doing so greatly deflated its real importance. As they 
underlined: ‘Our general conclusion is that the hindrances caused by 
labour . . . cannot be regarded as a major determinant of the speed of 
scientific and technological advance . . . in the period 1945-56.” 

These studies are certainly indicative and do much to place the 
problem of restrictionism in a more realistic perspective. What makes 
them particularly believable is the fact that other solid evidence points 
in a similar direction. Most important, here, is the information that was 
uncovered on the three occasions when various state bodies became 
concerned with restrictive practices. The first time that this happened 
was at the beginning of our period, after the Labour government started 
to consider what to do about the Restoration of Pre-War Trade 
Practices Act. 

This piece of legislation had been passed by Parliament in 1942. Its 
aim was to protect those unions that had made significant concessions on 
working arrangements because of the war emergency. The Act guaran- 
teed that pre-war trade practices would be restored and maintained for 
at least 18 months after the cessation of hostilities. During this time, it 
was hoped, collective bargaining would determine what new conditions 
were to prevail. The specific moment for restoration was a matter for 
the Minister of Labour, though it could not be later than the expiry date 
of the 1939 Emergency Powers (Defence) Act.” 

The conditions enshrined in this legislation induced some nervousness 
in official circles, and during the course of the war there were a number 
of attempts to determine just how many pre-war trade practices came 
within the ambit of the legislation. Regional Controllers reported that ‘a 
mass of trade practices’ had been changed during the early years of the 
war. On the other hand, the Ministry of Labour Statistical Department 
provided a more reassuring picture. It had knowledge of over 200 
dilution agreements, but felt that concessions elsewhere had not made a 
great deal of difference. Of course, a crucial factor, civil servants 
recognised, was the attitude of the trades unions. Few practices that had 
been surrendered were registered at local Ministry of Labour offices. 
Nevertheless, official worry was substantially increased by the rumour 
that the Engineering Union had ‘notified their intention of recording 
thousands, possibly tens of thousands of such changes, presumably with 
a view to challenge at the first convenient opportunity’.** 
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At the end of the war, no immediate problems were raised from this 
quarter, but the Labour government had, clearly, to decide what it 
should do about the legislation. Accordingly, Isaacs, the Minister of 
Labour, approached the TUC to sound out its views. He argued that, 
given the country’s precarious economic predicament, it would be 
highly dangerous to re-introduce any practices which might constrain 
production. Accordingly, what the government wanted was a postpone- 
ment of the restoration date central to the wartime Act. This, the 
Minister proposed, could be achieved by inserting a relevant clause in 
the Emergency Laws (Transitional Provisions) Bill which was to be put 
before Parliament.” 

The TUC recognised that this request had serious implications. It had 
already been pressurised by one union (the Birmingham and Midland’s 
Sheet Metal Workers Society) which had members allegedly suffering 
unemployment because of continuing dilution. Nevertheless, the TUC 
in the end accepted Isaacs’ logic and agreed that pre-war practices 
should not be resurrected for the foreseeable future.” 

The reinstatement date was postponed by new temporary legislation 
every year until 1950, but during that session the government decided 
that a more permanent solution to the Pre-War Trade Practices Act was 
necessary. Isaacs therefore approached the two major peak organisa- 
tions for their views and discovered that there was ‘absolutely no desire 
or intention on either side to go back to the pre-war trade practices’. 
Given this information, he then prepared legislation which in effect 
permanently suspended the 1942 Act, or, as one backbencher expressed 
it, ‘put ... restoration into cold storage’. This was passed by 
Parliament, with numerous references to the sacrifices that had been 
made by the trade unions.*” 

The significance of this whole episode is obvious. First, it indicates 
that many trade unionists fully accepted that modernisation on the 
shopfloor was essential for the country’s survival. Second, there is a 
clear implication about the extent of restrictive practices in post-war 
Britain. There can be no certainty about what exactly the 1950 Act 
legislated away, but it cannot be doubted that a significant number of 
restrictive practices in operation before the war never reappeared after 
1945. This is confirmed by Zweig’s 1951 judgement (already referred to) 
that in ‘many industries restrictive practices were relaxed or partially 
suspended’ during the hostilities, ‘and this position still obtains at 
present’. 

While debate about the Restoration of Pre-War Trade Practices Act 
was underway, another official enquiry began which also cast light on 
the issue. One trigger here was the government’s Monopoly Bill of 1948. 
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This aroused opposition amongst the Conservatives, who argued that, if 
business restrictionism was to be subject to legislation, so should that 
enforced by labour. The government was not in agreement here, but 
Morrison did promise that the National Joint Advisory Council (NJAC) 
would consider the point further.” 

The NJAC enquiry, which proceeded over the next couple of years, in 
fact came up with very little, largely because the two sides of industry on 
the Council could not agree about how a restrictive practice should be 
defined.” Nevertheless, during the course of deliberations, valuable 
information on restrictionism was collected by the British Employers’ 
Confederation (BEC) and this is worth presenting in some detail since it 
constitutes what amounts to a snapshot of the problem, revealing some- 
thing of its true dimensions.“ 

The BEC wanted to show that restrictive practices were very common 
in British industry in order to strengthen its negotiating position on the 
NJAC, and it invited its members (all trade associations) to provide 
private and completely confidential assessments of the situation in their 
particular sectors. The response to this request was disappointing. In 
fact, only 22 of the 66 member organisations bothered to reply. 
Moreover, the picture of restrictive practices that emerged from these 
replies hardly measured up to the BEC’s hopes: only 11 of the trade 
associations reported significant problems of this type. As a result, the 
BEC decided to circulate a further questionnaire, again on a confiden- 
tial basis, asking for more detailed information, in the hope that this 
would be taken somewhat more seriously. 

In all, some 35 of the member organisations responded to this second 
initiative. Twelve trade associations reported that they had no difficul- 
ties with restrictive practices, but as many as 23, this time, agreed that 
they did. However, careful scrutiny of the information received indi- 
cates that ‘serious impediments to production’ were only evident in 18 of 
these 23 cases. Moreover, within this group distributions tended to be 
highly skewed. Thus, half of the 18 complained of only one or two of the 
15 possible types of restrictive practice, which meant that some import- 
ant sectors (for example, engineering and iron and steel) remained 
virtually trouble-free. Similarly, some kinds of restrictive practice were 
comparatively unusual: eight of the 15 categories appeared four or 
fewer times in the 18 questionnaires. The picture revealed, in other 
words, is of a small number of afflicted industries — cotton, shipbuilding, 
bleaching and printing — and a relatively limited group of recurring 
restrictions. 

The third and final episode of state involvement over the question of 
restrictive practices occurred during the late 1950s. Once again, the 
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initial impetus stemmed from a tangential issue. In 1956, the 
Conservative government introduced the Restrictive Trade Practices 
Act to deal with, amongst other things, price-fixing amongst businesses. 
It found that this measure was not popular amongst all shades of 
Conservative opinion, and sought to conciliate its critics by promising an 
enquiry into labour restrictionism as a quid pro quo.” 

The resulting investigation was carried out under the aegis, once 
again, of the NJAC. In effect, this meant that the BEC was put in 
charge, as before, of collecting information from its constituent organi- 
sations. In fact, events repeated themselves all round, since employers 
no more leapt at the chance to unburden themselves about restrictive 
practices this time than they had on previous occasions, so that a final 
report could not be put together until early 1959.7 

- This document divided British industry into three sub-groups: 


Category I — Industries which had reported that they had no 
problems in regard to the efficient use of manpower. 

Category II — Industries which had set up machinery to deal with 
any problems or which appeared to be in the process of doing so. 
Category III — Industries which needed more time, including those 
which, because of various difficulties, tad been unable to under- 
take a joint examination. 


In all, some 112 industries had provided information for the investi- 
gation, and of these, the NJAC felt that 64 could be allotted to Category 
I, 42 -to Category II and six to Category III. Looked at in a different 
way, it was possible to estimate that 29 per cent of those in civilian 
employment were in Category I industries, 39 per cent in Category II 
industries and seven per cent in Category MI industries.“ 

Commenting on these figures, the NJAC felt that ‘some encourage- 
ment’ could be gained from its deliberations. It had often been said, the 
Council noted, that industry was ‘riddled’ with restrictive practices. 
However, it had been a source of some satisfaction to those involved ‘to 
learn that so many industries . . . felt able to report that they were 
meeting no real difficulties in their efforts to ensure that manpower was 
efficiently used’. 

At the same time, the NJAC was also forthright about what it saw as a 
weakness of its classification, namely the ambiguity of Category II. As 
the report put it, whilst the existence of satisfactory joint machinery 
could give ‘some measure of reassurance’, much would depend on the 
use which was made of it. To deal with this problem, the Council had 
agreed to re-approach Category II industries in the later stages of its 
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enquiries, to see ‘whether the machinery referred to in the original 
replies was functioning satisfactorily’. 

The collection of this supplementary information allowed a more 
complete picture of restrictive practices to emerge. Of the original 42 
Category II industries, it was now revealed that only about four had any 
real complaints.“ However, it was also clear that all of this group — jute 
spinning, building, chemical and allied industries, and printing — were 
faced with problems on very limited fronts. For example, the master 
printers were hardly overwhelmed by their difficulties, grumbling only 
of ‘some opposition . . . to certain method study schemes’.* 

These revelations acted to re-focus attention on the original ‘black 
sheep’ Category III industries — electrical contracting; heating, venti- 
lating and domestic engineering; painting and decorating in Scotland; 
paper bag manufacture; road haulage; and shipbuilding and ship repair- 
ing. Some of these clearly belonged where they had been consigned, but 
in other cases the situation was far less clear-cut. For example, the 
Heating, Ventilating and Domestic Engineering Employers’ 
Association reported that it had bad relations with one union in the 
industry, but got on with the other very well.‘ 

Taken together, the information uncovered by the NJAC enquiry 
constituted the most accurate and comprehensive survey of restrictive 
practices in Britain that had ever been completed. As such, it attracted a 
good deal of attention from various interested parties. Private responses 
were particularly revealing. The Minister of Labour (and Chairman of 
the NJAC), Ian Macleod, noted during the enquiry that ‘the nature and 
extent’ of the restrictive practices’ problem ‘were frequently miscon- 
ceived’. Robert Carr, his Parliamentary Secretary, came to a similar 
conclusion: 


That there are difficulties in some industries is undeniable, but the 
replies to the enquiries made by the Council have shown quite 
clearly that, over much of industry, the two sides are willing to 
tackle jointly any problems caused by restrictive practices and 
have already taken a great deal of useful action. 


Most indicative of all were some paragraphs that appeared in the 
Industrial Management Research Association’s ‘Confidential Bulletin’. 
This organisation had long provided a network for large companies to 
talk to each other privately, and it naturally took a considerable interest 
in the NJAC enquiry. However, there was no surprise here about the 
Council’s eventual findings, nor any belief that they were misleading: 


As might be expected it [the report] shows that restrictive practices 
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relate in any serious sense only to some 7 per cent of employees of 
the country. At the time of the introduction of the Monopolies 
Bill, the T.U.C. privately pressed I.M.R.A. on a number of 
occasions, asking members to state the restrictive practices which 
were of concern to them .. . The moment was ripe to raise the 
matter and the T.U.C. was willing. In no case did any member 
have any serious allegation to make, nor did they make any 
_ allegation. 


Of course, the ‘Confidential Bulletin’ recognised, some trade unions 
had tried to impose restrictions, but, ‘in actual working, the foreman and 
workers winked . . . or else . . . got around them in one way or another 
without undue effort’.5! 

The picture that emerges from this evidence is, therefore, fairly clear. 
Restrictive practices do not seem to have been a problem for most 
British employers in the period 1945—60. Large swathes of industry 
were, in fact, apparently virtually unhampered by such problems during 
these years, this being true of such key sectors as engineering and motor 
vehicle manufacture. Damaging restrictionism, it may be suggested, was 
largely confined in its impact, and probably only badly affected ship- 
building, printing and the operation of the docks. 

However, close scrutiny of the sources reveals that, even in these 
spheres, the situation was not as straightforward as it has sometimes 
been-made to appear. Firstly, it is important not to exaggerate what the 
extent of the problems were. Press reports presented a picture of all- 
pervasive and unchanging restrictionism, but this is very misleading. 
Thus, demarcation difficulties in shipbuilding varied considerably from 
yard to yard. Moreover, even in the so-called ‘print jungle’, unions and 
employers’ associations were co-operating throughout these years in an 
effort to curb the most damaging practices. Secondly, it was certainly 
often true that, where restrictive practices did persist, this had as much 
to do with the employers in question as the workforce. Some kinds of 
restrictionism had actually been originally introduced by employers, or, 
alternatively, had got out of hand because of management negligence. 
At the same time, several of the afflicted employers’ associations con- 
tinued to prove highly inept at trying to alleviate their predicaments, 
preferring long-drawn-out guerilla warfare to constructive initiative. 
Finally, it is worth emphasising that even where labour obstructionism 
did seem to be an intractable problem, the motives of those involved 
could easily be shaped by a complex of factors, and were rarely reduc- 
able to irrational anti-modernism or greedy self-interest.** 

Our survey has, therefore, uncovered a good deal of evidence on 
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restrictive practices, much of it pointing in one direction and apparently 
supporting a revisionist case. However, before moving to any firm 
conclusions, it will be prudent to pause for a moment and speculate 
briefly on the nature of the evidence we have presented.*? Can the 
various surveys cited really be accepted at face value? It might be 
argued, for example, that their validity is fatally compromised by defini- 
tional vagueness: in this situation, one employer’s irritating restrictive 
practice could easily be another’s unremarkable (and unremarked 
upon) long-standing custom. Moreover, there may well be grounds for 
believing that most employers would have automatically played down 
their labour problems to outside enquirers during this period: they did 
not want in any way to jeopardise output given the ease with which 
goods could be moved in the post-war seller’s market. Finally, there is, 
surely, a sharp and instructive comparison between the evidence dealt 
with here and the voluminous literature on restrictive practices in the 
1970s and 1980s, much of which underlines the salience of restrictio- 
nism. Should not the conclusions which emerge from the later and 
seemingly more rigorous studies alert us to the dangers of putting too 
much faith in, for example, the Future enquiry of 1951? 

On the first point, we can agree, straight away, that many of the 
surveys we cite do not contain very much about what actually constitutes 
a restrictive practice. In fact, only the BEC investigation of the late 
1940s casts light on this subject in any detailed way. Furthermore, we 
have not, quite obviously, tried to rectify this situation by providing a 
definition of our own to act as a measuring rod. Nevertheless, it is not 
clear that any of this really raises great problems. Rumination about the 
definition of restrictive practices may be helpful in certain circumstances 
but this will by no means always be the case: the whole area is highly 
contentious, making any ‘objective’ criteria very hard to construct. On 
the other hand, it is reasonable to believe that when employers spoke of 
restrictive practices in the 1940s and 1950s, they knew what they were 
talking about. After all, it was they who had to deal with the problem 
from day to day. In fact, we would argue that the fairly fluid method- 
ology employed in these surveys adds to, rather than detracts from, 
their significance. If employers were asked somewhat open-ended ques- 
tions about restrictive practices and still came up with the answers we 
have referred to, surely this, as much as anything, underlines the fact 
that the incidence of restrictionism was not great. Put another way, it is 
likely that by relying upon subjective assessments the contemporary 
surveys went a long way towards establishing an upper bound estimate 
of the problem. Given what this actually constituted, it seems very likely 
that more rigorous definitions would only have reinforced the overall 
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conclusion that restrictive practices were not of great importance in 
most sectors. 

What of the somewhat different argument which sees the context 
rather than the methodology as the key factor promoting inaccuracy in 
our surveys? Were employers deliberately under-reporting their prob- 
lems with restrictive practices, because they feared trouble from the 
unions, and thus costly interruptions to output in the post-war seller’s 
market? A number of points can be made here. First, it is clear that 
some managers were adopting a somewhat conciliatory stance in indus- 
trial relations bargaining at this time in order to safeguard production.*4 
Nevertheless, it would be wrong to assume that such behaviour was 
either typical or equally likely to occur at any time across the two 
decades. The seller’s market existed for varying lengths of time accord- 
ing to sector. The Economist, to give one example, was always warning 
that British car exports were insecurely based in the 1940s, and dated 
the end of the ‘post-war boom’ in the motor industry to 1952, when ‘[all] 
the leading manufacturers’ had suffered from ‘keener competition by 
foreign manufacturers in markets where consumer resistance is grow- 
ing’.” Indeed, profit figures for British industry as a whole tell a similar 
story, rising to the early 1950s but then stagnating until 1958.56 It is by 
no means clear, therefore, that all managers were simple output- 
maximisers during these years; many clearly remained acutely aware of 
their precarious market position even in the 1940s, a fact that would 
hardly have blinded them when thinking about labour costs and 
practices. 

However, leaving the question of motive aside, there are other good 
reasons why the under-reporting thesis hardly convinces. All of the 
enquiries we have cited, bar the NJAC investigation of the late 1950s, 
guaranteed respondents either complete confidentiality or at least ano- 
nymity.” Each was designed to find out what employers were really 
thinking, but all recognised (more or less explicitly) that such an aim 
would be compromised if information was attributable. In the light of 
this, to argue that there was some kind of conspiracy of silence when the 
subject of restrictive practices came up is unconvincing. It is surely 
stretching credibility, for example, to assert that businessmen who had 
built up a trusting relationship over a number of meetings with the 
anyway sympathetic Harrod group should suddenly lie when the subject 
of restrictionism was raised, especially since they would have known 
that their opinions were only likely to reach the public domain in 
anonymous form between the covers of an academic journal. 

What of the apparent contrast between the surveys we have referred 
to and the investigations of the 1970s and 1980s? An authoritative 


80 BUSINESS HISTORY 


evaluation of the later literature is obviously impossible within the 
confines of the present article, but it is worth pointing out that recent 
studies are rather less in agreement about the extent of restrictive 
practices than has sometimes been imagined. Metcalf’s work, emphasis- 
ing the importance of restrictionism, remains influential, but it has also 
been widely criticised." On the other hand, there are a number of 
investigations which suggest that the whole problem has been greatly 
exaggerated.” In this situation, it may be correct to call for further work 
on all of the post-war period, but there can be no question of damning 
the earlier studies simply because they are at odds with a later and better 
established consensus. 

The conclusions that emerge from the foregoing survey are, there- 
fore, twofold. The first is essentially about methodology. The whole 
issue of restrictive practices has often been clouded by political preju- 
dice. Yet some academics have also produced misleading conclusions, 
and here the problem has been an over-reliance on abstract theories and 
a lack of interest in actual events. ‘Positive economics’, for example, 
announces that it seeks neither to praise nor blame but its assumptions 
in fact produce a highly oversimplified and thus misleading depiction of 
reality. Homo economicus may look fine in the lecture theatre, but such 
a construct is of little use as a guide to the past. For in real life, as we 
have shown, ‘economic agents’ had (and have) a very much more 
complex set of motivations, informed as much by social, cultural and 
political influences as by structural positioning. 

Secondly, our findings have clear implications in terms of the litera- 
ture on Britain’s post-war economic decline. Much remains to be dis- 
covered about the reasons for the country’s recent poor industrial 
performance.© What this study does is cast doubt on those interpret- 
ations which propose labour inflexibility as the key explanatory 
variable. 
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The transnational corporation (TNC) is one of the few institutions which has 
inspired researchers across the breadth of social sciences including economics, 
business history, and political science. The copious literature they have pro- 
duced exploring the nature of the beast, its history, its structure and strategy is a 
testimony to its pervasive impact on all aspects of human endeavour. The 
Transnational Corporations and Management Division of the United Nations 
has embarked on the monumental task of assembling the most influential and 
enduring pieces of this vast research in a set of 20 volumes under the general 
editorship of John Dunning, the acknowledged high priest of research on the 
TNC. Each of the volumes is edited by a distinguished expert who also provides 
a state of the art introduction to the research in his area of expertise. 

The first four volumes provide a veritable feast. They include vintage pieces 
such as extracts from Hymer’s celebrated doctoral dissertation on foreign direct 
investment, Vernon’s classic article on the product cycle, Dunning’s justly 
famous article on the eclectic paradigm, Chandler’s essay on the growth of the 
transnational firm in the UK and the US. There are also several of the staples 
which regularly feature on the reading lists of courses on international business, 
including Caves’ article on the industrial organisation theory of the TNC, 
Dunning’s piece on the investment development cycle and the Third World 
multinationals, and Mira Wilkins’s article on ‘European and North American 
Multinationals, 1870-1914: Comparisons and Contrasts’. The reader in search of 
controversy to add spice to the feast will find it in Buckley and Casson’s article 
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on ‘Multinational Enterprises in Less Developed Countries: Cultural and 
Economic Interactions’, and in Kojima’s essay on ‘Macroeconomic versus 
International Business Approach to Foreign Investment’. The menu also fea- 
tures a number of empirical tests of various theoretical propositions and the 
welfare implications of the TNC. The reader who is not satiated can turn to the 
exhaustive bibliographies which each of the four volumes provide. 

I shal] not embark upon the daunting task of commenting upon each of the 68 
articles in the four volumes. Most of the articles have stood the test of time, 
many are widely cited and are familiar to students of the TNC. Re-reading the 
articles though offers much food for thought. The large literature can be 
classified into three broad groups; theoretical contributions, empirical studies 
and policy oriented contributions. Has the literature enhanced our understand- 
ing of the nature of the TNC? Has it contributed to the resolution of some of the 
famous controversies on the costs and benefits of the operations of the TNCs? 
What are the lessons for policy from the vast output? 

For long, international trade theory has been the pioneer in the formulation 
of new tools of analysis and concepts, many of which have been utilised in other 
branches of economics; but in recent years it is the theoretical literature on the 
TNC, grounded in trade theory, industrial organisation theory and location 
theory, which has pioneered explanations of not only foreign direct investment 
(FDI) but also trade. Illustrative are Vernon’s product life cycle hypothesis and 
Hymer’s industrial organisation oriented explanation of FDI. It is also note- 
worthy that economies of scale and scope, product differentiation and imperfect 
market structures constitute the building blocks of many of the explanations for 
the birth and spread of the TNC. Trade theory though has for long been 
grounded in the assumptions of perfect competition and constant returns to 
scale, and has managed to break free of these shackles only in recent years with 
the formulation of the so-called strategic trade theories. The theoretical litera- 
ture on the TNC has not only managed to provide an integrated framework for 
analysing both trade and factor movements, including the cross-border flows of 
technology and know-how, but has also succeeded in incorporating dynamic 
factors into the analysis. 

Few would deny that the various theoretical explanations of the TNC have 
vastly contributed to our understanding of its characteristics and inner dy- 
namics. This literature has also served to dispel many of the misconceptions and 
prejudices concerning the operations of the TNCs. As Sanjaya Lall says, in his 
introductory essay to the third volume, the maturing of the theory of the TNC 
has enabled those who were traditionally hostile to the TNC to appreciate its 
nature and advantages. This is not to say that the various theories are designed 
to sing the praises of the TNC and provide an intellectual defence for its 
existence. Most theories belong to the realm of positive economics, although 
they do have normative overtones. The internalisation theory, for example, 
elucidates the efficiency gains resulting from integrated operations designed to 
overcome market imperfections; but to say that the internalisation theory and 
the eclectic paradigm which synthesises the various explanations of the TNC are 
designed to provide an intellectual defence of monopolistic practices and big 
business is to trivialise these theories.! Both Dunning and Casson, the promi- 
nent exponents of the eclectic paradigm and the internalisation theories, in fact, 
graphically analyse both the advantages and disadvantages of internalisation. 
Indeed, in several articles Dunning elucidates the positivist nature of the 
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` theories of the TNC, and pleads for continued research on the costs and benefits 
of FDI to the host countries.? Vernon, the exponent of the product life cycle 
hypothesis, is perhaps the most unbiased analyst of the strengths and weak- 
nesses of the TNC. His two influential books, with the apt titles of Sovereignty 
At Bay and Storm Over the Multinationals, besides exposing the sterile nature of 
much of the debate on the TNC, systematically identify the strengths and 
weaknesses of the institution. 

Another strand of the literature which has made a significant contribution to 
our understanding of the nature of the TNC and its activities relates to business 
strategy. Lecraw and Morrison, in their introductory essay to Volume 4, which 
contains a selection of the most influential articles in this area, define strategy as 
a blueprint for action that enables the corporation to achieve particular goals 
and objectives. Structuring and managing the competitive advantages the cor- 
poration possess with a view to exploiting emerging opportunities and warding 
of threats constitutes strategic management. While the international business or 
economics oriented theories of the TNC concentrate on the reasons for the birth 
and existence of the TNC, the strategic theories explain the internal organisa- 
tion and the decision-making process in the TNCs. The literature on strategy too 
is highly controversial. The debate here is between determinism and behaviour- 
alism. The former argues that decision making is grounded in rational behav- 
iour; it is a measured response to changes in the environment based on an 
objective analysis of available information. Behaviouralism, on the other hand, 
asserts that decisions are often made in the face of limited knowledge of the 
environment and are influenced by the personal value systems of managers. A 
striking feature of this literature is its emphasis on identification and explanation 
of the dissimilarities of behaviour and organisation between differing types of 
enterprises. The economist who is not familiar with this literature will also 
notice two other features: first, the concern with practical observation of the 
decision-making process and organisation of major companies, and second, the 
emphasis on deriving practical lessons for managers from the theoretical per- 
spectives. The articles by Beamish and Killing on joint ventures and alliances, 
and Baliga’s article on managerial control and delegation of decision making to 
subsidiaries belong to this genre. The insights into the inner dynamics of the 
TNC this literature provides should also serve to dispel some of the misconcep- 
tions surrounding the nature and consequences of the organisation for economic 
welfare. This literature complements the economics literature in providing an 
insight into the decision-making process of various types of TNCs. Reading 
through these articles, admittedly some of them for the first time, I was struck by 
the thought that the mainstream economists and our colleagues in sister disci- 
plines, such as organisation and strategy, are separated by a common language. 

Another strand of the literature which has contributed to our understanding 
of the nature and characteristics of the TNC we owe to business historians. 
Several features of this literature are noteworthy. First is the research method- 
ology grounded in the assembling of facts and evidence, second is the identifi- 
cation and explanation of the diversity of patterns and institutional forms of 
international business, and the third is attempts at testing existing theories and 
models of the TNC against historical evidence. The third feature, exemplified by 
the articles by Mira Wilkins, Geoffrey Jones, Hennart and Dunning and Archer, 
is the most arresting; for it underscores not only the strengths of the existing 
models, but also their limitations. Especially appealing in this context is the 


86 ` BUSINESS HISTORY 


Socratic mode of raising a number of suggestive questions, leaving the reader to 
ponder on their implications. The concept of the free-standing company ident- 
ified by Wilkins and the migrating multinational identified by Jones illustrate the 
variety of institutional structures which prevailed in the historic past. Dunning 
and Archer’s article on the growth of the UK multinational enterprise from 1870 
to 1983 investigates the pattern and growth of UK multinationals in the context 
of the eclectic paradigm. The article is of interest not only because of its broad 
sweep and illustration of the robust nature of the eclectic paradigm but also 
because of its identification of the origins and dynamic nature of ownership 
advantages. The behaviourists among the writers on strategy can take heart 
from Dunning and Archer’s frequent reference to the vision and drive of 
individual entrepreneurs in the growth of UK multinationals, and their dis- 
cussion of the influence of behavioural variables on the foreign investment 
decision process. Overtones of the behaviourist explanations of organisational 
structures and strategy formulation are also to be found in Chandler’s well- 
known article on the comparative analysis of the growth of British and US 
multinationals through history. The relatively weak performance of British firms 
in international markets for technologically sophisticated products such as 
chemicals, electrical machinery and engineering goods is an acknowledged fact. 
So too is the thesis that this weak performance is to be attributed to managerial 
failure. However, Chandler’s contention that the failure of British industry to 
develop sophisticated management and managerial hierarchies is to be attribu- 
ted to the heavy presence of family firms in Britain is open to debate.’ Apart 
from the weak empirical support for the proposition, there is little reason to 
believe that the development of managerial hierarchies and promotion of mana- 
gerial efficiency is in some sense incompatible with the institution of the family 
firm. Business history is rich in such colourful debates, and business historians 
have made a major contribution to our knowledge of the nature and patterns of 
international business. It is a pity that this contribution is not accorded the 
recognition it deserves by teachers of international business and business strat- 
egy in British business schools. 

While the controversy raised by the vast theoretical literature is yet to settle, 
empirical analysis of the various facets of the TNC including its impact on the 
host countries has grown in volume and variety. Much of this literature is 
inspired by the early polemical writings, much of it unscientific and unedifying, 
as Sanjaya Lall puts it in his introductory essay to Volume 3. Unscientific or not, 
these writings have inspired a number of statistical studies designed to analyse a 
variety of issues, including the choice of techniques of TNCs in developing 
countries, the productive efficiency of foreign-owned companies relative to that 
of locally owned firms in specific countries, and the impact of foreign direct 
investment on income, employment and balance of payments. Lall himself has 
made a significant contribution to this literature. Many of the articles included in 
this volume, and the others, suggest that the evidence does not permit generali- 
sations. In most cases, though, the impact of TNCs on developing countries 
appears to have been benign rather than malign, and in cases where it has been 
malign much of it is to be attributed to the trade and development policies 
followed by the developing countries. Even so, TNCs are not entirely blameless. 
They are frequently shown to inhibit the development of local technological 
capabilities, they forge very few links with local firms, and they often engage in 
transfer pricing practices. While there is more than an element of truth in all 
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this, it is to be recognised that the TNC is not a social service agency, it is a profit 
maximising entity, as Paul Streeten reminded us early in the debate on TNCs. 
The statistical studies, though, are admirable pieces of research, executed in the 
face of severe methodological and data problems. 

Statistical studies, however, are not the only kind of empirical research. 
Carefully crafted case studies grounded in qualitative evidence with supporting 
data can yield rich dividends. Superb examples of such studies are Harvey and 
Taylor’s article on foreign direct investment in Spain, and Hennart’s article on 
‘Transaction Costs and the Multinational Enterprise: The Case of Tin’, included 
in Volume 2. Harvey and Taylor draw upon a variety of sources of information 
to examine the impact of the operations of foreign firms in Spain’s mineral 
sector during the period 1850 to 1911. This finely honed case study contests the 
popular view that foreign capital in Spain’s mining sector was harmful to Spain 
and concludes that foreign capital and enterprise did create employment and 
awakened many Spaniards to the benefits of technology and industrialisation. 
Evocative of the experience of many present day developing countries is their 
thesis that Spain could have benefited much more from foreign investment 
during the period than it actually did, but for the woefully inadequate tax 
policies and incompetence of local politicians. Hennart’s elegantly written case 
study of foreign investment in the tin industry in Malaya, Siam and Bolivia 
provides yet another example of the value of case studies in testing theoretical 
models. It is largely successful in explaining foreign investments in tin in the 
framework of the transactions cost theory of the TNC. Hennart’s claim that his 
case study demonstrates the value of the transactions cost approach in explain- 
ing a wide variety of multinational activity, however, may not meet with 
universal approval. In any case, the search for a general theory of the TNC may 
be both futile and unrewarding. This, in fact, is the lesson I draw from the 
articles by Wilkins and Jones in Volume 2 and also several of the articles in 
Volume 4. 

Both the theoretical and empirical contributions have served to abate if not 
settle many of the long-standing controversies surrounding the TNC, but new 
controversies are afoot. Buckley and Casson have stoked the embers of contro- 
versy with the proposition that, while the multinational enterprise personifies the 
highly enterpreneurial culture of the rich countries, the developing countries 
personify the less entrepreneurial culture; and both the phenomenon and many 
of the problems concerning the operations of TNCs in developing countries can 
be explained by this difference in entrepreneurial culture. The claim that the 
developing countries personify less entrepreneurial culture is in itself sufficient 
to kindle the fires of controversy, but it is bound to leap into a roaring flame 
when less entrepreneurial culture is associated with an absence of individualism 
and scientific attitudes, poor judgemental skills and low norms in respect of 
work and effort. Buckley and Casson’s article on ‘Multinational Enterprises in 
Less-Developed Countries; Cultural and Economic Reactions’, included in 
Volume 3, was first produced as a Reading University discussion paper and is 
now available to a wider audience. I have heard Casson present the paper at 
seminars consisting of development economists. The reaction he got was predic- 
table. The thesis was quite often interpreted to mean that the cultural values of 
developing countries were in some sense inferior and their economic backward- 
ness was due to cultural backwardness. Casson was also confronted with anecdo- 
tal evidence to illustrate the presence of risk-bearing innovative entrepreneurs in 
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many developing countries. However, all this misses the essence of the thesis, 
which challenges the myopic economist’s view of the world and pleads for the 
recognition of cultural factors in the analysis of the phenomenon of under- 
development. A reading of the paper in cold print should dispel some of the 
misunderstandings and provide an appreciation of the somewhat intricate thesis 
with its discussion of the influence of geography and religious beliefs on entre- 
preneurial culture. Even so, there is much to quarrel with in the paper. Is 
individualism a necessary concomitant of scientific attitudes? Is it likely that high 
entrepreneurial culture as opposed to less entrepreneurial culture is a conse- 
quence rather than a cause of economic development? Is it possible that less 
entrepreneurial culture is a consequence of the imposition of alien values on 
traditional societies? Casson and Buckley do allude to these questions and 
attach various qualifications to their thesis. These qualifications, however, are 
precisely the issues at debate. The thesis though is thought-provoking and is 
likely to set in train a new strand of research on the TNC. 

Limitations of space preclude a discussion of many of the policy issues raised 
by several of the articles in the four volumes. Noteworthy amongst these are 
Sanjaya Lall’s suggestions concerning the type of technological capabilities 
developing countries ought to foster in order fully to capture the benefits from 
the operations of TNCs, and the sort of market strengthening measures they 
should institute if they wish to pursue a path of development with limited 
amounts of foreign investment. In recent years the growth of foreign direct 
investment in the US has provoked much controversy, with the issues at debate 
not too dissimilar to those which figured in the early debates on foreign direct 
investment in developing countries. The article by Reich and Mankin, ‘Joint 
Ventures with Japan Give away our Future’, included in Volume 4, is illustrative 
of the concerns of the US with regard to inward investment. Lall’s prescriptions 
for the developing countries concerning strengthening of market capabilities and 
appropriate research and development may not be far off the mark for the US 
too. 

The overwhelming impression these four volumes leave is one of an area of 
research which is unusually rich in not only the variety of issues it has examined 
but also in attracting the best minds from diverse disciplines to analyse the issues 
posed by the TNC. The agenda for future research outlined in detail by Dunning 
in his article on ‘An Interdisciplinary Explanation of the Multinational 
Enterprise’ should keep students and researchers of the phenomenon of the 
TNC busy for a long time to come. These four volumes are merely appetisers for 
the other 16 to follow. Students of the TNC owe a debt of gratitude to the 
United Nations, the general editor and the editors of each of the four volumes 
for the riches they have provided. 


NOTES 


1. See K. Kojima, ‘Macroeconomic versus International Business Approach to Direct 
Foreign Investment’ (included in Vol 1, pp.219-41). Koyama draws the conclusion that 
Dunning becomes an influential supporter for giant and monopolistic MNEs because 
he argues that internalisation is a pre-requisite for the growth of international 
operations. ‘ 

2. See J.H. Dunning, ‘Trade, Location of Economic Activity and the Multinational 
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Enterprise: A Search for an Eclectic Approach’ (included in Vol.1, pp.183-218); also 
idem, ‘The Eclectic Paradigm of International Production; A Personal Perspective’, in 
C.N. Pitelis and R. Sugden (eds.), The Nature of the Transnational Firm (1991). 

3. See L. Hannah, ‘Scale and Scope: Towards a European Visible Hand? Business 
History, Vol.33 No.2 (1991), pp.295-307; G. Jones and M.B. Rose, ‘Family 
Capitalism’, Business History, Vol.35 No.4 (1993), pp.1~-16; R. Church, ‘The Family 
Firm tn Industrial Capitalism: International Perspectives on Hypotheses and History’, 
Business History, Vol.35 No.4 (1993), pp.17-43. 
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DORIAN GERHOLD, Road Transport before the Railways: Russell’s London 
Flying Waggons (Cambridge: Cambridge University Press, 1993. Pp.xvii + 316; 
illus; maps. £35). 


This is the most significant book on horse-drawn road transport to appear for 
well over a decade. It is unique in explaining the business history of a long- 
distance public carrier in the horse era, the only other works on similar lines 
being Turnbull’s excellent study of Pickfords, which employed many more 
modes of transport and lasted longer, and Paget-Tomlinson’s book on Wordies, 
the Scottish-based carrier, which deals mainly with its role as a short-distance 
railway carrier and is neither as analytic or academic. 

Russells was based in Exeter and ran carrying services to and from London on 
a regular basis from the late seventeenth to the mid-nineteenth centuries. 
Although the individual personnel changed, as did the name as partners came 
and went, the essential service and its goodwill of hauling goods long distance to 
London was carried on for over a century and a half. In the late seventeenth 
century, this service was provided by pack-horses carrying up to two hundred- 
weight each, travelling in teams of between six and 14, once per week. 

In the second decade of the eighteenth century, waggons were introduced, 
and for a few years ran in parallel with the packhorse teams, but by 1740 the 
wheeled vehicle had totally usurped the pack-horse. By the early nineteenth 
century, Russells was operating one waggon per weekday carrying between four 
and six tons each from Exeter to London and the same on the return journey, 
taking four and a half days for the trip. The goods carried were initially woollen 
cloth, especially serge, from Exeter to London, that is from the producing 
region to the main market at Blackwell Hall, with raw wool and luxuries, some 
imported, as the return cargo. The carriers also moved money, at first largely 
from London as payment for the woollen cloth. From the 1720s the flow of 
specie was reversed, when large imports of bullion arrived at Falmouth by ship 
from Portugal and Russells moved it from thence to London. 

A number of important points emerge from this thorough and detailed study. 
First, the great longevity of the firm, which was in existence for over 150 years. 
This was no fly-by-night bubble business. Secondly, the regularity and reliability 
of the service provided was remarkable and an important facet of its marketing 
policy. The rise in capacity of the firm was also dramatic: from about 60 tons 
each way per annum in the late seventeenth to over 1,500 tons in the early 
nineteenth century. The high proportion of total costs that were made up by 
horse-related costs, especially provender which accounted for two-thirds of all 
costs, indicate the key to horse-drawn road transport economics. The degree of 
organisational ability required by the Russell partners is indicated by the 
quantity of letters produced and their picture of partners patrolling the highways 
to liaise with inn-keepers, waggoners and agents and the large number of horses 
and waggons involved. The nature of technological change in the road haulage 
industry is well demonstrated and explained. The shift from pack-horse to 
waggon, the introduction of the broad-wheeled waggon from the 1750s when the 
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road became turnpiked, and the search for greater speed by running waggons 
less than fully loaded, providing better rations for the horses, and in the 1760s 
the introduction of fly waggons which changed horses and teams but kept going 
all day and all night are clearly explained, as is the search for better horse types, 
that is those which would draw a heavier load but eat less. The key to speed was 
the horse, for greater speed meant greater cost. In the 1820s Russells introduced 
vans ~ light, sprung vehicles — to carry butter in 36 hours from Exeter to 
London, that is roughly five miles per hour. Although technically efficient, they 
were not commercially viable in the long run when steamship competition 
developed at lower cost. 

Overall, this is an important book, adding materially to our understanding of 
the economics of a horse-drawn road carrier business, the methods of organisa- 
tion, the customers served and their needs, and ultimately its limitations as a 
means of transport in a developing economy. It is clearly written and well 
produced. Gerhold and Cambridge are to be congratulated. It will prove a 
milestone in road transport. Hopefully clinging mud and impossible roads will 
be entirely consigned to historical myth. 


Thames Valley University JOHN ARMSTRONG 


PATRICK O'BRIEN and ROLAND QUINAULT, The Industrial Revolution and British 
Society (Cambridge: Cambridge University Press, 1993. Pp.xii + 295. £27 hb, 
£9.95 pb). ' 


This book comprises a collection of ten essays written in honour of Max 
Hartwell. They deal with key economic, social and political issues that arise in 
studying the Industrial Revolution. The contributors, all leading scholars in the 
field, aim to ‘link their specialist knowledge with the recent findings of other 
scholars’, producing a new textbook intended primarily for a student readership. 

Since each of the contributors is a former student of Hartwell, it is scarcely 
surprising that there is much discussion on the concept, nature and causes of the 
Industrial Revolution. Nor is it unexpected to find that several of them are in 
broad sympathy with their mentor’s notion that the Industrial Revolution 
marked a ‘great discontinuity’. In this respect, they make useful additions to the 
recent literature attacking the views of such historians as Crafts and Harley, who 
see British industrialisation as a much more gradual and limited development 
than the discontinuity notion would permit. 

The scene is set by one of two essays provided by Patrick O’Brien. He 
appraises both the national accounting and regional approaches to analysing 
Britain’s economic growth during the Industrial Revolution, suggesting that the 
statistics currently available are too inadequate to dismiss the impressions of 
‘rapid and profound’ change revealed by studies of particular industries, regions 
and manufactured products and of the industrial workforce. Interestingly, he 
remarks on an ‘unmistakable discontinuity’ around 1760 in Craft’s latest data on 
industrial output. On balance, he feels, the available evidence supports the idea 
that something profound happened in Britain between c.1750 and c.1825. 

His view is echoed in the essays by Gary Hawke and G.N. von Tunzelmann. 
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The former analyses the concept and significance of the Industrial Revolution, 
as well as its causes and consequences. He maintains that there was a ‘significant 
phase of development during the Industrial Revolution’, sufficient to justify 
Hartwell’s standpoint. The latter, dealing with technological and organisational 
change, also supports the notion of a ‘great discontinuity’, at least as far as the 
English economy is concerned. However, this is not because he discerns any 
sudden change during the Industrial Revolution, but because, he argues, it was 
not until this period that change became the norm. 

Whilst these essays add fuel to the long-running debate on the nature of 
British industrialisation, and will no doubt help to keep the flames burning 
brightly, the coverage of the book extends into several other issues of major 
concern. Apart from a second essay by Hawke, which assesses the extent to 
which central government actions, if more by chance than design, had a benefic- 
ial influence on the development of the economy, the emphasis is on the impact 
of early industrialisation. Themes covered are parliamentary reform (Roland 
Quinault); legal reform (David Philips); the participation of women in the 
workforce (Duncan Bythell); sex and desire (Thomas Laqueur); the areas 
beyond the main centres of manufacturing (Eric Williams); and social develop- 
ment (John Stevenson). The remaining contribution, by Alan Gilbert, deals 
with the specific issue of how far, and in what manner, the political stability in 
early industrial Britain can be linked with the rise of Methodism. 

Those contributing to this second group of essays are much less concerned to 
refer to fundamental change, at least in as far as it arose from industrialisation. 
Indeed, there is frequent mention of continuity, a reflection, no doubt, of the 
impact made by the gradualist school. In this respect, student readers might 
have appreciated an assessment of how the varying stances taken by the con- 
tributors modify the general historiography on the Industrial Revolution, par- 
ticularly in the light of an apparent shift in more recent writings towards a less 
polarised debate. Even so, the book will be greatly appreciated by students, 
especially since it provides an authoritative and much-needed updating on an 
impressively wide range of issues. 


University of Central Lancashire GEOFF TIMMINS 


GEOFFREY TIMMINS, The Last Shift: The Decline of Handloom Weaving in 
Nineteenth-century Lancashire (Manchester: Manchester University Press, 1993. 
Pp.xi + 253; tables, maps, figures, plates. £40 hb). 


In the ‘heroic’ accounts of the Industrial Revolution, the cotton industry is 
always portrayed as the pacemaker, in terms of both technological innovation 
and of labour organisation. While other industries were slow to mechanise, in 
cotton, it is held, the process was fast and inexorable. While in other trades the 
juxtaposition of hand and steam technology endured long into the nineteenth 
century, in cotton power and the factory were triumphant; and the classic 
‘victims’ of the pace of change were the handloom weavers who, according to 
Bythell, went from boom to bust between 1780 and 1840 such that by the late 
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1840s they had been all but eradicated by the power loom. Timmins’ useful 
volume sets out to test this account, and discovers both that the pace of change 
‘n cotton towards a full factory system was in fact much more like that of most 
ndustries, and that handloom weavers were much more tenacious than has been 
assumed, surviving in significant numbers well into the 1860s. 

Timmins’ approach is broadly twofold: an attempt to ascertain the true 
number and composition of the weavers’ ranks, both in the peak years of the 
early nineteenth century and in the mid-Victorian decades; and an examination 
of the factors which facilitated the survival of hand technology. On the former, 
he offers the reader a careful and detailed examination of contemporary esti- 
mates of weaver numbers together with results from demographic investigations 
using both parish and census information. On the latter, he examines the 
reasons for the slowness of the adoption of the power loom, identifying issues 
relating to the trade cycle, product differentiation and capital advantage. In this 
Timmins reveals himself as a careful and cautious revisionist of Bythell’s earlier 
work, a critique which echoes back to Clapham and overlaps with Lyons’ more 
recent studies which also indicate that the weavers held on long into the 
Victorian period. Timmins, however, is able to show that while, as Lyons has 
shown, the trade became increasingly dominated by women and children, a 
significant minority of weavers remained adult able-bodied males. The family 
character of the eighteenth century weaver’s economy held true for many into 
the 1850s. 

Why did the weavers not follow the advice of the Handloom Weavers’ 
Commission to ‘flee the trade’? Timmins sees the continuation of outwork as the 
consequence of both technological difficulties in adapting the power loom to 
fancy cloths and of the costs of setting up power looms for short runs of ‘fashion’ 
items. He also suggests, not very convincingly, that difficulties in capital 
accumulation by out-weaving firms might also have been important. He also 
notes that there were always large numbers of handloom weavers who offered a 
real reserve army of labour for capitalists to draw from to augment power loom 
production. But this is a chicken and egg situation for, had the weavers fled the 
trade, the power loom would have been brought in faster. Timmins in fact 
believes that a major reason for the weavers’ tenacity in the face of declining 
living standards was the ‘freedom’ enjoyed by the outworker, echoing views of 
weavers from the eighteenth century. However he offers very little evidence to 
explain why this was so, what aspects of freedom were so valued, whether they 
were real and how far they compensated for clearly worsening incomes. 

This raises the major weakness of the volume, in that what is missing through- 
out this account is any real sense of the community context or social dimensions 
of handloom weaving. The social values seen so clearly in the early Industrial 
Revolution, so articulately expressed by men such as Bamford and Pilling, are 
never examined, and nor does Timmins ask how far these community values 
were or could have been sustained in the long years of decline. His account, 
useful as it is in reminding us that cotton was not so different to many other 
Victorian industries, is therefore lacking in what seems to this reviewer a vital 
respect. Perhaps Timmins will take up the challenge in his future work. 


University of Birmingham ADRIAN RANDALL 
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CC. OWEN, The Greatest Brewery in the World: A History of Bass, Ratcliff and 
Gretton (Chesterfield: Derbyshire Record Society, Vol. XIX, 1992. Pp.viii + 
272. £14.95). 


This book is an account of the history of one of Britain’s most remarkable firms. 
Its origins are to be traced to the remote world of canals, carriers and the Baltic 
trade. It was a pioneer in the 1820s and 1830s of the sale of India Pale Ales (the 
great drink of the empire and the prototype of British bitter beers); between 
1851 and 1876 its growth (engineered by one of the most successful partnerships 
in the history of the firm) was phenomenal, transforming pari passu Burton 
upon Trent into the brewing capital of Britain. By the last quarter of the 
nineteenth century, it was perhaps the best known business in the country. Its 
famously branded products were sold in every country in the world; its famously 
rich owners were prominent in the plutocratic world of politics, big business and 
the turf. They also ran a superb brewery. After 1914 (it hardly fought for 
survival between 1888 and 1914 as the title of Chapter six suggests) the firm, like 
so many in brewing, slept for 40 years. Although the temperance storm had 
passed, these were difficult years for brewers, with falling demand for beer and a 
shift from draught to bottled beers. Bass’s somnolence was deeply troubled. Its 
directors lost their way in the post-1918 years, and in 1926 it merged with its 
great rival in Burton, Worthingtons. Yet this was one of the most curious non- 
events in business history. No rationalisation followed; indeed a deadly rivalry 
between the firms and its directors appears to have persisted until 1953. Then, 
first Sir James Grigg and, above all, Sir Alan Walker (who had transformed 
Mitchells & Butlers after 1956) merging his dynamic Midlands firm with the 
ailing national giant in 1961, turned round Bass’s fortunes. In a wonderful 
decade after 1963 he joined forces with Charringtons in 1967 and acquired four 
big breweries (Bents of Liverpool, William Hancock of Cardiff, William Stones 
of Sheffield and John Joule of Stone) to form, with over 11,000 pubs, the biggest 
brewing group in Britain. Rationalisation, modestly pursued between 1953 and 
1963, now proceeded at the briskest pace. Only with the construction of the 
massive two-and-a-half million capacity super brewery at Runcorn (opened in 
1975) — twice the output of Bass’s three Burton breweries in their heyday — did 
Sir Alan over-reach himself. 

Owen is well versed in the history of brewing and Burton upon Trent, his 1978 
book on the latter being well known to economic historians. Indeed much of the 
pre-1914 material here is already broadly familiar from that source. It is retold 
with much added detail to trace the progress of Burton’s leading firm. The 
difficulty is that Bass’s records are longer on statistical material (always employ- 
ing an army of clerks and producing cost and sales data to three decimal places 
of a penny) than on letters, memoranda and policy documents. Inevitably, 
Owen’s account reflects the firm’s archive. There is no shortage of statistical 
material, reinforced by an indulgent 68-page appendix, but its handling in a 
basically chronological account of the firm is somewhat difficult for the reader to 
absorb. There is lively material from the firm’s scrapbooks on M.T. Bass 
(1799-1884) — with Sir Alan Walker the joint hero of this great enterprise — and 
his fellow partners, directors and the leading departmental managers and 
agents. After 1918, when the statistics become briefer, the account of the firm, 
sadly packed into only 45 pages, becomes more interesting. Although the author 
is clearly critical of Bass’s directors between 1910 and 1926 and of the extraordi- 
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narily autocratic role of Arthur Manners (continuing that of his father, W.P. 
Manners, in Worthingtons between 1880 and 1915) throughout the inter-war 
and post-war years, for one reason or another he only hints at the nature of the 
problems and struggles. 

, Ina sense, therefore, this is a somewhat disappointing book. The outlines of 
the pre-1914 matter are already familiar; the account is neither set in the context 
of brewing history generally nor of recent writings on business history (the 
‘book’ section of the bibliography runs to less than a single page); and what is 
clearly a fascinating study in business rivalries and conservatism between 1926 
and 1953 and an account of the extraordinary transformation of the firm after 
1961 are too succinct to be informative. Certainly, it is invaluable to have a well- 
researched account of the major firm in the British brewing industry. The real 
difficulty, however, is that the scale of the book, enterprisingly produced by the 
Derbyshire Record Society with the support of Bass, is too confined. Its text 
runs only to 190 pages including 35 in-text illustrations and three maps and 
plans. The history of this most notable firm, encompassing almost 250 years of 
the brewing industry and packed with incident and matter for the business 
historian and general reader, deserved the fullest treatment. It is a pity that Bass 
Brewers, so generous in the services they provide for business historians at their 
Museum, had not underwritten a history on the scale their firm so abundantly 
merits. 


University of East Anglia R.G. WILSON 


GEOFFREY JONES, British Multinational Banking, 1830-1990 (Oxford: Claren- 
don Press, 1993. Pp.xiv + 511. £48). 


This book, together with his earlier works on the subject, incontestably establish 
its author as the leading authority on multinational banking. It is magisterial in 
conception, awesome in scope, and meticulous in execution. Besides that, it is 
well-written and interesting. Jones has mastered the theoretical literature on 
business strategy and tactics as well as the enormous historical literature on 
banking, multinational and other. The result is a volume that will stand for 
years, if not forever, as a source of both information and inspiration. 

A brief introductory chapter, ‘British Multinational Banking in Perspective’, 
is followed by a long chapter detailing the origins and growth of British multi- 
national banking from the 1830s to about 1890. Almost without exception, the 
pioneers were ‘free-standing companies’; that is, they had headquarters in 
Britain (usually London) and branches overseas, with few and minimal connec- 
tions with domestic banks or other enterprises. For the most part they operated 
in the eastern hemisphere (India, Australasia, East Asia), although by 1890 
there was a significant presence in South America and a much smaller one in 
Canada and the west coast of the United States. Their main function was the 
finance of international trade, but in Australia, especially, they made significant 
contributions to the internal development of their host economies. 

After a period of crisis in the early 1890s growth resumed and continued 
unabated until the outbreak of war in 1914. That is the subject of Chapter 3, 
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‘Crisis and Expansion’. Jones then turns in Chapter 4, ‘Banks and Govern- 
ments’, to a consideration of the factors responsible for the impressive perform- 
ance of Britain’s multinational banks before 1914. Britain’s formal and informal 
empires were favourable to their development, but even more important was 
the rapid growth of the world economy, and of Britain’s preponderant share of 
that growth. 

The three following chapters are devoted to the difficult inter-war years, 
concerning which Jones observes that ‘the most striking characteristic of the 
history of the British multinational banks in this period was that they and their 
branch networks largely survived intact’ (p. 183). One curious and clearly 
anomalous episode in this period, related in pp. 223-35, was the proposal to 
create an officially sponsored British Trade Bank, subsequently diluted to a 
British Trade Corporation, and the related participation by the Bank of England 
in several crédit mobilier banks in Central Europe. The result, of course, was a 
fiasco. 

Some of the most novel and fascinating information appears in Chapters 8-10, 
concerning the period since World War II which witnessed the relative decline 
of the British economy. Although Britain’s multinational banks also suffered 
relative decline, they managed to survive, and London actually regained its 
position as the world’s premier financial market. Jones attributes the relative 
decline of British banking in part to external factors, but he also faults the 
banking system (or its managers) for insufficient flexibility and initiative. 

One of the most impressive features of the book is the extent to which it is 
based on archival data — something that would have been unthinkable even 20 
years ago. Although Jones admits that he has not consulted all of the available 
material — an impossibility for a single or even a manageable team of researchers 
— he has had access to virtually all of the remaining bank archives, in Australia as 
well as Great Britain. Other notable features of the book are the lucid summar- 
ies at the ends of the chapters, and especially the concluding summary in 
Chapter 11. The five appendices of basic data (pp. 391-488) will be useful for 
other students and researchers. Altogether, this is a work of monumental 
proportions. 


Emory University RONDO CAMERON 


RICHARD ROBERTS, Schroders: Merchants and Bankers (London: Macmillan, 
1993. Pp.xxiv + 616. £25). 


This is a very long book with a wealth of detail on the history not only of the 
merchant banking firm, Schroders, but also the City of London itself. As such it 
is a welcome addition to the burgeoning literature on the subject for, only a few 
years ago, merchant banking appeared an under-researched field with a largely 
non-existent literature. We now have a number of serious contributions to the 
subject from such scholars as Burke, Carosso, Chapman, Diaper, and Orbell. 
The result has been to transform a seriously neglected area of business history 
into one that can hold its own. Within this literature, Richard Roberts’ book 
must rank as the best so far. 
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In terms of chronology, Roberts treats the history of the firm from its origins 
in Hamburg in the eighteenth century to its present-day (1992) position as one of 
the leading merchant banks in the City of London. All periods of the bank’s 
history are given serious treatment, with the chapters dealing with the pre-1960 
era being exceptionally good. This is true both for what they say about the firm 
but also about the City of London and the world of finance as well. Though the 
three post-1960 chapters are also good they tend to lack perspective and, 
instead, try to incorporate far too many names and details relating to the firm’s 
recent past. This chronology of Schroders (and Helbert Wagg with whom it 
merged in 1960) reveals how important events have been in its history, begin- 
ning with the French/Revolutionary Napoleonic Wars and passing through the 
First and Second Worid Wars as well as the German Standstill agreements in the 
1930s. 

Thematically, Roberts has tried hard to cover all aspects of Schroders’ 
business. Consequently, the book is equally concerned with trade and corporate 
finance as well as the development of new areas of business in the twentieth 
century, notably fund management and takeover advice. This comprehensive 
approach works well before 1914, when Schroders was a small business, but is 
increasingly less satisfactory thereafter. In the inter-war years the story is really 
about two businesses, operating in London and New York, while, after the 
Second World War, the organisation becomes so big that it becomes difficult to 
identify the interaction of personalities and conditions in determining its suc- 
cesses and failures. This is compounded by the merger with Helbert Wagg in 
1960, as the history of that firm is relegated to a separate chapter before that 
date. Nevertheless, though the overview of the firm is sometimes difficult to 
grasp, each chapter provides a wealth of information and analysis both of 
Schroders and of the business it was conducting, backed by ample graphs and 
tables. 

Generally, this is a thoroughly satisfactory business history that significantly 
advances the history of merchant banking, especially in the twentieth century. 
My only regret is that, given the varying histories of both Schroders and Helbert 
Wagg, and their presence in both Germany and the United States, as well as in 
Britain, Roberts did not indulge in more speculative comparisons. If he had 
done we might be a lot more confident about judging both different financial 
systems and different financial firms, than we are at present. 


University of Durham R.C MICHIE 


GLORIA C CLIFTON, Professionalism, Patronage and Public Service in Victorian 
London: The Staff of the Metropolitan Board of Work, 1856-1889 (London: 
Athlone Press, 1992. Pp.x + 239. £35). 


Much of the debate on cultural values in Victorian society has focused on the 
conflict between the ingrained snobbery of traditional institutions and the 
thrusting energy of provincial business. Much less attention has been paid to the 
growth of professional interests and ethics in industrial societies, which is 
arguably a far more significant area of interest to business historians. For it is the 
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limited intrusion of professional expertise into the boardrooms and production 
plants of Victorian and Edwardian Britain which offers such a contrast with the 
growth of white-collar expertise in American and German business. Gloria 
Clifton’s study of the Metropolitan Board of Works makes an ambitious effort 
to develop a social analysis of the personnel of local government as well as 
offering a detailed examination of its development as the forerunner of the 
London County Council. The Board’s achievement included the building of 
more than 80 miles of sewers, whilst renovating drainage over twice that 
distance. Slums were cleared, roads were laid across the capital and the city’s 
first effective fire brigade was orchestrated. Yet it was the Board’s record of 
mismanagement and corruption which dragged its reputation into the sewers it 
administered, and by the 1880s a Royal Commission had opened a whole cesspit 
of jobbery and scandal. This investigation was forced on the Board by the 
crusading journalism of the financial press into the Odessa scandal and local 
vestry politicians keen on accountability. It was in the darker recesses of the 
Architect’s department that privileged information on slum clearance and land 
development enabled senior officials to make rich pickings from ‘friends at 
court’. The evidence of serious malpractice led directly to the Corrupt Practices 
Act of 1889, which rigorously defined the proper relationship between public 
service and business interests. 

This book offers a useful corrective to the heroic accounts of Victorian public 
service provided by administrative historians, often celebrating the golden age 
of the independent amateur in the corridors of Whitehall before the emergence 
of the career civil servant. A different view can be had from local government. It 
is also apparent from Clifton’s research that the middle classes were increasingly 
prominent in the ranks of the Board, slowly pushing out manual workers as 
creeping professionalism favoured white-collar entrants. The text is much less 
rewarding as an explanation of the dynamics of government growth and public 
utility provision in the nineteenth century. Clifton demonstrates that it is the 
quality and motivation of personnel, rather than merely the enlarged scope of 
administration, which was critical to the successful installation of foul drains in 
greater London. Yet there is no real assessment of the effectiveness of adminis- 
tration and management at the Board. Some discussion of the costs and benefits 
of providing public goods would have illuminated the different aspects of market 
failure whilst exposing the models for management strategy in local govern- 
ment. Details of the social origins and destination of the personnel cast little 
light on the methods of metropolitan management and the case for a London- 
wide authority which built the Embankment is never really developed. The 
empirical base of the study is so much narrower than the conceptual apparatus 
outlined in the references that it is difficult to see what insights into shifting class 
relationships can be extracted from the life events of the individuals who were 
filtered through the administrative machinery. To locate these institutional 
practices within Victorian society future researchers will want to know far more 
about the construction of political coalitions in the capital as well as the 
formation of the physical and administrative machinery which enabled London 
to survive its economic success. 


University of Exeter JOSEPH MELLING 
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ANNE CHISHOLM and MICHAEL DAVIE, Beaverbrook: A Life (London: Hutchin- 
son, 1992. Pp.ix + 589. £20). 


Chisholm and Davie set out to write a complete and objective biography of 
Beaverbrook. By the standard of all previous Beaverbrook biographies they 
have succeeded admirably on both counts. Their book is without doubt the most 
complete work thus far on this enigmatic man, most famous as proprietor of the 
Express family of newspapers and as Churchill’s Minister of Aircraft Production 
during the Second World War. Although they are not professional historians, 
Chisholm and Davie have drawn heavily on archival sources, including a few 
never previously exploited by other authors including Beaverbrook’s most 
famous biographer, A.J.P. Taylor. This is a far more objective work than the 
many mediocre hagiographies that have been self-advertised as Beaverbrook 
biographies. We read, for example, about his many mistresses and the extent to 
which he mistreated his first wife and, at times, his own children. Indeed, 
Chisholm and Davie are so scrupulously objective that, at times, we are left 
wondering about the essence of the man. This contrasts with Taylor’s 
Beaverbrook (1972) which, written out of love and deep respect for the man, 
gave us a closer glimpse of the man’s tortured spirit. In every other respect, 
however, Chisholm and Davie’s work is the better biography. A fast pace and 
high literary standard make it a very difficult book to put down once you have 
begun. 

Although Chisholm and Davie cover more ground with more skill than past 
efforts, our perspective on Beaverbrook will not be fundamentally altered by 
their book. In common with all the previous biographies, they have assumed 
that Beaverbrook’s life’s goals were directed to politics, journalism, women and 
history (in the sense of writing or rewriting history to enhance his own role); his 
business career was simply a means to these other ends. Business, however, was 
the first and foremost passion in his life often to the detriment of his other 
pursuits including his family and mistresses, and was in fact an end in itself. His 
true genius lay in business — as an entrepreneur, financier, merger promoter, 
investor and proprietor. Business to Beaverbrook meant the high adventure of 
making deals, outwitting opponents, and gambling on his singular version of the 
future. Beaverbrook found politics boring; the only exceptions were national 
crises such as the Battle of Britain or conspiracies such as those which made 
Lloyd George prime minister and which later removed him. Only these, along 
with the daily challenges of business, provided the dramatic tension that 
Beaverbrook needed to prevent boredom. As he explained in his most popular 
book Success (1922, p. 51): ‘The battles of the market-place are real duels, on 
which the realities of life and death and fortune or poverty and even of fame 
depend. Here men fight with a precipice behind them’. 

In politics, journalism and history writing, Beaverbrook was an amateur, at 
times inspired, but for the most part unexceptional. These are not the standards 
by which his life should be evaluated. He was one of the most remarkable 
businessmen of the twentieth century, a fact that is occasionally revealed but 
rarely explained. Although he occasionally fired off an editorial in response to 
specific issues upon which he held a strong opinion, his major contributions to 
journalism were as an innovative owner. The changes he made in publication, 
presentation and writing spurred the Daily Express from a circulation of less 
than 400,000 in the early 1920s to 2,400,000 in the 1930s. By 1938, the Daily 
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Express had the largest circulation in the world. Chisholm and Davie hint at but 
do not tell the story behind this remarkable success. This was not their purpose, 
however, and it would be wrong to judge by a business historian’s standards — 
after all they tell us more about Beaverbrook’s business career than any biogra- 
phy yet written. 


Johns Hopkins University GREGORY P. MARCHILDON 


BASUDEV CHATTER, Trade, Tariffs and Empire: Lancashire and British Policy 
in India, 1919-1939 (Delhi: Oxford University Press, 1992. Pp.xiv + 521. 
Rs 610/£25). 


In this well-researched work, Basudev Chatterji has set himself two tasks. On 
one level this is a study of the interaction between British and Indian cotton 
textile manufacturers and policy-makers during the inter-war period. However, 
Chatterji also uses his analysis of the troubled relationship between Lancashire 
and Bombay to raise questions about trends in the historiography on British 
imperialism in India. To this end, the book is divided into two sections: an 
overview charting the main economic links between Britain and India, and the 
analysis of Lancashire’s role in British economic policy-making in India. 
Lancashire, in effect, becomes a microcosm of the complexities of the Indo- 
British relationship between the wars. 

As a study of the mechanics of imperial policy-making, this is an impressive 
work. Based on a meticulous analysis of a wide range of sources, Chatterji charts 
the role of Lancashire in the major controversies which dominated the inter-war 
Indo-British cotton trade from ‘discriminating protection’ and imperial prefer- 
ence to the Trade Agreement of 1939. Chatterji concludes that the result of two 
decades of steady decline in its trade was not a reduction of Lancashire’s 
political lobbying power. Within a domestic setting of slow structural change 
and unemployment problems, Lancashire was not overshadowed by the rise of 
the Midlands industrialists. This was reflected in Lancashire’s ability to keep its 
needs on the imperial agenda. Whitehall officials remained conscious of the 
need to remember the interests of Lancashire manufacturers and traders during 
their increasingly complex policy negotiations with India. In turn, the 
Government of India, dominated as it was by Whitehall, also remained ‘loyal’ to 
the Lancashire cause whenever possible. 

In pursuing his twin aims, Chatterji has set himself a large task, generally well 
handled. His book contains a wealth of highly interesting detailed material and 
provides a powerful critique of the work of Dewey, Tomlinson, Drummond, et 
al. However, it is difficult to accept this critique fully. While it is true that the 
conciliatory rhetoric of Whitehall during the 1930s masked often desperate 
efforts to maintain its control over India, few would argue that these policies 
were designed to form ‘milestones to “economic” decolonization’ (p. 475). 
Rather, the policies adopted often proved less than satisfactory for Britain. 
Policies designed to prolong and strengthen British dominion over India and its 
economy functioned primarily as holding operations, setting in motion trends 
which were to be accelerated during the Second World War. That said, this 
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remains an important statement, and Chatterji’s analysis of Lancashire’s lobby- 
ing power in imperial economic policy-making will be of great interest to readers 
from many disciplines. 


University of Strathclyde PATRICIA $ COLLINS 


TIM ROOTH, British Protectionism and the International Economy (Cambridge: 
Cambridge University Press, 1992. Pp.xv + 357. £40). 


The subject of this book is essentially the trade agreements negotiated by Britain 
with a number of countries in the 1930s. The countries include Sweden, 
Denmark, Latvia, Poland, Argentina and the White Dominions. The implicit 
argument is that British trade with these countries increased over the decade, 
and that was not unconnected with the trade agreements struck. Of course what 
has to be borne in mind is that trade prospects with older and bigger partners 
such as Germany and the USA were poor in that decade. Incomes had collapsed 
there. . 

The book deals at length with all the detailed discussions surrounding the 
negotiations which were principally over primary products, mainly food. In 
many respects this can be seen as a companion volume to Drummond’s Imperial 
Economic Policy. Rooth covers the non-Empire primary producing countries 
(and some Empire ones). The story is told from a British perspective and almost 
exclusively from British government papers: Cabinet Office, Treasury, Foreign 
Office and Board of Trade. 

Protectionism is primarily of interest because of its potential economic im- 
pact, yet at the same time it is an intensely political activity. To treat the politics 
alone will attract criticism for ignoring the economics; and vice versa. This book 
deals mainly with the politics. Where it touches on economics it is generally 
weak and sometimes wrong. As a record of what happened in all the negotia- 
tions the book is undoubtedly sound. It provides an account of what went on, 
who all the participants were, what the composition of committees was and so 
on. 

However, one cannot escape from the economics, and here there is no 
consideration of the important economic variables. On the important broad 
question of protection, Rooth seems to say that protection is a good thing, and 
accepts the erroneous idea that free trade favours the strong. Apart from the 
lack of regard for theory this pays scant regard to reality, be it historical or 
current. At the micro-economic level he discusses how one product displaced 
another in the market without considering the cross-price elasticities, infor- 
mation on which is available. 

I would also take issue with some of the history, particularly the context in 
which the subject is set. The account of Britain’s adoption of protectionism that 
is given here accepts uncritically the view that it was a consequence of de- 
pression. No questions are raised over this. This is surprising in the light of what 
we now know about the British economy between the wars — particularly the 
extent of depression and recovery ~ also the record of protection elsewhere. 

I have quibbles too over the production. There are omissions from the 
bibliography. Some items in the bibliography are not utilised in the text. Some 
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of the references cited in the footnotes do not appear in the bibliography. And 
the index is not helpful, omitting any reference to individuals whose arguments 
are cited in the text. None of these is serious, but they do detract from the 
usefulness of the book. 


City University Business School FORREST CAPIE 


CD FOSTER, Privatisation, Public Ownership and the Regulation of Natural 
Monopoly (Oxford: Blackwell, 1992. Pp.458. £40). 


This book draws on Christopher Foster’s wide experience as a history and 
economics graduate, a board member of the UK Post Office and of British 
Telecom, and as a senior partner of Coopers & Lybrand. This fusion of history, 
economics and the practical experiences of an accountant inform and character- 
ise this book, making it stand out from typical academic discussions of 
privatisation. 

Foster’s practical experience of the operation of nationalised corporations and 
of the business of privatisation provide many of the highlights of this book. 
There is something depressing, disquieting and familiar about Foster’s recollec- 
tions of the decision-making process involving the government and the Post 
Office Board. When discussing the Post Office’s corporate plan, instead of ‘well- 
chosen targets’, ‘clarifications of policy’ and sustained analysis, ‘the Secretary of 
State was quickly seen to be bored . . . and it was only a matter of politeness 
that there was any discussion at all before he turned to what really interested 
him, which were some constituency matters’ (p. 91). How often have business 
historians unearthed the apparent indifference of politicians to issues of acute 
concern to economists, whether it be pricing in public enterprises or social costs 
on railways? Foster’s book is rich in such detail, and is valuable in conveying the 
complexity of minutiae involving the regulation of technologically different 
industries. 

While there is much to be gained from Foster’s personal observations and 
experiences, almost inevitably his use of the literature on privatisation and 
regulation will be familiar to many academics. The main issues of competition, 
regulation, information, regulatory capture, and social regulation are isolated in 
specific chapters which are well referenced to a full bibliography. While much of 
the economics may be familiar, less so is the interesting, if sometimes quirky, 
nineteenth-century history of the development of the theory of natural mono- 
poly, and the important efforts to place the regulatory process within its British 
parliamentary context. 

Although each chapter deals with a separate issue, in general the book fails to 
highlight its main arguments, themes and definitions. For this reason, I have 
doubts about how useful students will find this book. Definitions of major 
concepts, notably of natural monopoly, could have been made much clearer. In 
places, the text could also have been written more clearly. Nonetheless, this is 
an interesting and informative book, that provides much on which to ponder. 


University of Edinburgh MARTIN CHICK 
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HOWARD F. GOSPEL and GILL PALMER, British Industrial Relations (London: 
Routledge, 1993, 2nd edition. Pp.vii + 311. £14.99 pb). 


This second edition of Gill Palmer’s widely used textbook has been extensively 
revised and updated. Howard Gospel’s contribution has been to raise the profile 
of historical perspectives and to place his now familiar emphasis on the initiatory 
power of employers in industrial relations. The approach throughout is inter- 
disciplinary, drawing upon the social sciences and legal studies, as well as 
history. There is some effort to draw international comparisons where appropri- 
ate. The result is well written, although those new to the subject may find one or 
two chapters less immediately accessible. 

The opening seven chapters follow the same pattern as the first edition, 
discussing in turn the subject of industrial relations, theoretical perspectives, 
employers, trade unions, and the state. Here the text has been rewritten and 
updated in line with recent scholarship. Chapters on the collective bargaining 
system and government attempts to reconstruct industrial relations contain new 
sections which explore developments over the last decade. A new three-part 
concluding chapter offers a review of the book’s main themes, an outline of 
recent change, and some speculations on future trends in British industrial 
relations. The inclusion of a guide to reading or bibliography would have further 
enhanced the value of this volume as an introduction to the subject. 

A reviewer of the first edition identified four shortcomings. First, Palmer 
seemed unwilling to specify her own theoretical perspective; second, the theor- 
etical discussion which comprised the final chapter might have been better 
placed earlier in the book; third, theory received scant attention in the main 
body of the text; and, fourth, the discussion was rather condensed in the 
chapters on employers, trade unions, the state, and the industrial relations 
system. 

The authors of this edition have responded to each of these criticisms. There 
is now explicit emphasis on the value of a Weberian perspective coupled with 
the approaches of the institutionalist and systems schools. The theoretical 
concluding chapter of the first edition has been rewritten and reappears slightly 
earlier as Chapter 8, ‘Decision Making and Bargaining at Work’. This edition 
contains regular references to theoretical perspectives at appropriate points in 
the text. Moreover, for the most part, such discussions are handled in a manner 
which illuminates both context and theory while remaining accessible to under- 
graduate students. Finally, most chapters have been extended to provide ade- 
quate coverage of their respective topics. 

This second edition makes thorough and extensive reference to new writing 
on the industrial relations of the last 25 years. However, the updating has been 
less rigorous in relation to the period before 1970. For example, there is no 
reference to the work of Jonathan Zeitlin, even in the chapter entitled ‘The Role 
of the State — an Historical Perspective’. Consequently this second edition will 
be of little additional value to those with a specialist interest in history. That 
said, the enhanced emphasis on historical perspectives and the discussion of 
recent debates and developments ensure that this volume will be a considerable 
asset for students and teachers of industrial relations. 


Manchester Metropolitan University TONY ADAMS 
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ALEC CaAIRNCROSS, The British Economy since 1945 (Oxford: Blackwell, 1992. 
Pp.xii + 338. £10.95). 


As Anthony Seldon comments in his editor’s preface to this study, there can be 
few individuals more fitted than Alec Cairncross to write a book on Britain’s 
post-war economic record. Combining academic commitment with periods of 
increasingly onerous government service stretching over virtually the entire 
period, Cairncross occupies a unique position as an economic historian, based 
firmly on his credentials as a practising economist and his inside knowledge of 
the process of policy formulation. His book does not purport to be a textbook of 
British economic history since 1945. Its focus is firmly on considerations of 
economic policy, and even here the overwhelming emphasis is on the macro- 
economic record. It is also the case that Cairncross firmly eschews polemics; the 
entire text is characterised by a notable objectivity, buttressed by forensic 
analysis. Structurally, the book proceeds chronologically, decade by decade, an 
entirely legitimate approach given the well-known changes in policy emphasis 
from the 1950s to the 1980s. In terms of content, its principal concerns are the 
record of economic management in general, and demand management in par- 
ticular, coupled with extended discussion of the balance of payments, the 
exchange rate and responses to inflation. One of the hallmarks of Cairncross’s 
study is his consistent effort to place the analysis of these variables in their 
international context and the reader is aware at all times of Britain’s perform- 
ance in macro-economic terms in relation to other OECD countries. This is an 
essential complement to the main theme of his study, namely the limited 
freedom of manoeuvre of all governments in policy formulation in the light of 
external constraints. This is not to suggest that domestic factors are ignored. On 
the contrary, Cairncross is careful to document the fate of incomes policies, 
productivity movements, and deliberative industrial policies, but consideration 
of these issues is firmly subordinated to the principal macro-economic themes. 

In a concluding chapter, presenting a ‘retrospect’ of the period 1939-89, 
Cairncross offers two critical insights on the economic policy record. The first 
concerns the recruitment of substantial numbers of economists to Whitehall 
departments after 1945, supplemented by the secondment of academic eco- 
nomists in the 1950s and 1960s. Up to the early 1970s, policy advice was offered 
within a common tradition of thought, but thereafter, coinciding with the 
breakdown of the Keynesian consensus, the politicisation of policy formulation 
has produced a situation analogous with American practice, where batches of 
economists move in and out of office from one administration to the next. 
Equally revealing is the declining professional status of economists. Few are 
known to the general public, and even when their views are solicited by the 
media the universities are invariably neglected in favour of City ‘high flyers’. 
Even more significant is the loss of faith in the managerial competence of the 
state, compounded by a reduction in the range of acceptable policy instruments. 
Whether or not this was the result of governmental incompetence is less 
important than Cairncross’s key conclusion that freedom of manoeuvre in policy 
making has become ever more circumscribed, first by international economic 
integration in the 1950s and 1960s, and secondly by Britain’s entry to the EEC in 
1973. 

This is a book which will have an assured place in undergraduate course 
bibliographies on the post-1945 economy. In that respect it is an ideal comp- 
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lement to the recent text of the same name edited by Crafts and Woodward, and 
to which Cairncross himself is a distinguished contributor. 


Lancaster University MAURICE KIRBY 


RODNEY LOWE, The Welfare State in Britain since 1945 (London: Macmillan, 
1993. Pp.x + 382. £10.99 pb). 


Textbook treatments of British welfare policy have traditionally been solid, 
uninspiring tomes which cover an enormous span of time but in a boringly 
written and intellectually uninteresting fashion. Lowe has succeeded in produc- 
ing a text which is intelligent, readable and covers the ground thoroughly, but 
does it with some panache. It begins with a survey of both the social scientific 
theory of welfare states and the politics and economics of the policy-making 
process. The bulk of the book is devoted to a study of the classic ‘welfare state’ 
which is deemed to have existed from the end of the Second World War to 1976, 
when the then Prime Minister told his party conference that the costs of full 
employment outweighed the benefits and his government began to impose cash 
limits on welfare expenditure. There are chapters dealing successively with 
employment policy, social security, health care, education, housing and the 
personal social services. This section is prefaced by an account of the political 
and economic context within which policy was made and is brought to a 
conclusion by an assessment of welfare policies in spreading equality and 
efficiency. There follows a rather brief account of the welfare state ‘under 
threat’ since 1976, but emphasising the continuing expansion in real expenditure 
and the persistently high public regard for welfare services in general. 

The least compelling part of the book is the treatment of theoretical perspec- 
tives in the first section, where there is almost a “Yes Ministerish’ delight in 
pointing to the potential pitfalls of any approach other than the historian’s 
empiricism. The value of intelligent empiricism is demonstrated very clearly in 
the core chapters on the performance of each of the social services between 1945 
and 1976. Each chapter is based on a broad reading of both primary and 
secondary sources, the judgement is always balanced and perceptive and the 
account is enlivened with humour and the deftness of his writing style. The 
different theoretical perspectives are not much in evidence in most of these 
chapters but they re-emerge to great effect when Lowe evaluates the achieve- 
ment of the welfare state in its first three decades. This is a natural conclusion to 
the whole book; the coverage of developments after 1976 both suffers by 
comparison with what has gone before and is unable to devote sufficient space 
and attention to debates and policy changes which have been at least as 
significant as anything occurring before 1976. Nevertheless, this is an excellent 
study which will not be surpassed for many a year. 


University of Exeter ALAN BOOTH 
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JEAN-MARC MORICEAU and GILLES POSTEL-VINAY, Ferme Entreprise Famille: 
Grande Exploitation et changements agricoles. Les Chartiers X VIle-X1Xe siècles 
(Paris: Editions de l’Ecole des Hautes Etudes en Sciences Sociales, 1992. 
Pp.397. F150). 


Over the last three decades, European histonans have abandoned the notion of 
an agricultural revolution. Change, it is agreed, was more gradual, with its 
origins in the Middle Ages. Doubt has more recently been thrown on the role of 
the key entrepreneurial groups identified by the traditional historiography — the 
large farmers of East Anglia or in this case the centre of the Pans Basin. 
Historically farms in the Pays de France produced high cereal yields, but recent 
research suggests that, rather than improving, these stabilised at a high level for 
centuries until the middle of the nincteeth century. The authors of this study 
seek to explain this apparent paradox through the usc of notarial documents and 
account books, in order to reconstitute the experience of the Chartier family, 
farmers at Le Plessis-Gassot for six generations. Their experience it is claimed 
was fairly representative of the more enterprising and successful large farmers in 
this area. 

The Chartiers are first identified as well-off peasant farmers ın the fifteenth 
century. During the sixteenth century, they entered the increasingly closed 
world of the grands fermiers. They possessed sufficient capital to tenant a large 
farm, and acted additionally as local judicial officers and seignorial tax farmers. 
During the late seventeenth and early eighteenth centuries, a period of succes- 
sive harvest failures and famine, the family clearly experienced a setback and 
did well to survive. However the process of capital accumulation was only 
temporarily interrupted. For most of the following century, prices rose far more 
rapidly than rents Already by 1740 Francois Chartier farmed over three- 
quarters of the arable land within the parish, paid 90 per cent of its taxes and in 
terms of his tax contribution came 23rd amongst 40,000 taxpayers in the 441 
parishes of the élection de Paris. The 1740s/80s were an exceptional period of 
rising income, during which the purchase of royal offices became part of the 
family strategy, offering as it did a secure investment, tax exemption and 
enhanced social status. Individual ability and favourable economic conditions 
allowed the Chartier family to succeed in its two main objectives — those of 
preserving and if possible increasing its patrimony, and providing for each new 
generation. Achieving these objectives, however, represented a constant chal- 
lenge. The authors employ the techniques of family reconstitution to reveal the 
importance of a carefully calculated family strategy. Establishing the younger 
generation required considerable investment in education as well as the provi- 
sion of capital. Typically, François Chartier had 15 children to provide for, of 
whom nine survived into adulthood. The custom of Paris required equal shares 
for all heirs, including girls. Whoever was selected to assume responsibility for 
the family farm (often the youngest son), took on the burden of compensating 
co-heirs. In the eighteenth century, around one-third of each generation left 
agriculture. During the period of greatest economic/demographic difficulty, 
early in the eighteenth century. the church — and celibacy — reduced the strain on 
resources. The liberal professions and government bureaucracy offered other 
outlets, as did trade, particularly as links with Paris increased. Settling those 
who remained depended upon negotiating marriage alliances with other wealthy 
farming dynasties. For the newly married dowries represented an advance on 
eventual 
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inheritance, allowing them to agree on tenancies with noble or clerical 
landlords. 

Demographically speaking, the 1760s marked a turning point as the practice 
of birth control substantially reduced the size and cost of families. Less needed 
to be spent on dowries, more could be invested in the land and in non- 
agricultural investments. Subdivision of the family patrimony became less of a 
threat. 1789 marked another turning point. It cut short the process of ennoble- 
ment begun by Jean-Baptiste Chartier in 1783 when he purchased the office of 
conseiller secrétaire du roi, but the compensation obtained following suppression 
of that office could be used to purchase confiscated church and émigré property. 
The revolutionary period certainly imposed its own burdens. Horses, wheat and 
fodder were requisitioned. Forced loans were imposed. Above all, however, it 
was a time of opportunity. Former tenants, who had slowly been accumulating 
land of their own were now able to become substantial landowners, taking 
advantage of the very favourable terms (instalments over 12 years) offered to 
purchasers of biens nationaux. With no rents to pay, capital accumulation was 
obviously easier. Whereas in the past purchase had depended on prior accumu- 
lation of cash, by the late eighteenth century credit was far more easily avail- 
able, although wherever possible the cost of borrowing was reduced by drawing 
upon kinship networks. Moreover monetary inflation allowed the rapid repay- 
ment of debts. In 20 years Antoine-Frangois Chartier increased his landholding 
from 36 to 263 hectares. 

To what extent did rising agricultural productivity contribute to this process of 
enrichment? Proximity to Paris was always a major incentive, offering a growing 
market for wheat, wool, mutton and fodder, the main commercial products. 
Profitability was considerably enhanced by rapid adaptation of the product mix 
to changes in prices. The paradox with which we began is solved by recognition 
of the fact that it was labour productivity rather than that of the land which 
increased in the eighteenth century. Measurement of productivity in terms of 
crop yields is simply not enough. As larger fields partly replaced a mass of small 
plots by means of purchase and exchange of both tenanted and owned land, the 
equipment and labour needed per unit of surface was reduced and substantial 
economies of scale achieved. This preceded technical innovation but sub- 
sequently allowed farmers greater independence of communal restrictions on 
cultivation, encouraging them to experiment with more complex rotation sys- 
tems and higher stock densities and widened the range of marketable products. 
Improved farm buildings and especially better storage facilities further increased 
the flexibility of response to changing market conditions. Systems of cultivation 
in effect changed less than those of marketing. By the 1840s, however, labour 
productivity appears to have peaked. It was this, together with migration which 
caused a growing labour shortage within what were extremely labour intensive 
agricultural systems, which finally stimulated the wider adoption of improved 
ploughs, hand tools and of threshing machines. 

By the nineteenth century the Chartier were well established as a family of 
wealthy notables. They had long adopted a bourgeois lifestyle, with growing 
expenditure on luxuries and on the education of the young. Throughout the 
eighteenth and first two-thirds of the nineteenth century income comfortably 
exceeded investment in agriculture. However, with the onset of the agricultural 
depression there began a long and slow process of subdivision and decline, to 
be particularly marked in the 1930s, as the movement of prices and wages 


108 BUSINESS HISTORY 


threatened profitability. This, however, is largely outside the scope of a work 
which concentrates on the rise rather than decline of a farming dynasty and 
which by so effectively setting farming activity within a wider economic and 
social context sets new standards for agricultural historians 


University of East Anglia ROGER PRICE 


GWYNNE Lewis, The Advent of Modern Capitalism in France, 1770-1840: The 
Contribution of Pierre-Francois Tubeuf (Oxford: Clarendon Press, 1993. Pp.xii 
+ 339. £40). 


The eighteenth-century entrepreneurial activities of Francois Tubeuf in the 
Cevennes region of south-eastern France were undervalued by his local contem- 
poraries and largely ignored by historians. Until now, that is. Gwynne Lewis has 
sensitively integrated evidence from Tubeuf’s hitherto neglected journals with 
extensive knowledge of the political economy of eighteenth-century France to 
form a unique judgement on the economy’s prolonged transition to modern 
industrial capitalism. Tubeuf, an exceptional bourgeois capitalist, possessing a 
vision of modern industry, was instrumental in the attempt to establish a large- 
scale coal industry in the region of the Bas Languedoc. With the help of state 
contacts he gained local coal concessions, concentrated production, closed 
inefficient mines and raised productivity and profit levels with the aid of new 
techniques of production and greater control over work. Until the 1780s, when 
feudal and capitalist forces became locked in battle and Tubeuf’s activities were 
undermined by his great rival, the marechal de Castries, progress and financial 
gains were great. Subsequently, however, the inhospitable local proto-industrial 
environment drove Tubeuf to the USA, where he had acquired large tracts of 
Virginian land and where, four years on, he met his demise at the hands of Red 
Indians The story does not end there, however. Tubeuf’s wife, who had 
remained in France, resolved to resuscitate the family enterprise. This she 
achieved, with little help from her two sons, whose participation only began 
once success was assured. The enterprise was sustained on the basis of diversifi- 
cation into glass and iron making, until its sale in 1828. 

Lewis places the experience of the Tubeufs in the context of contemporary 
French economic and industrial performance. Despite the undoubted achieve- 
ment of the family, it was deprived of unqualified success by a number of 
obstacles including a proto-industrial ideology which, combined with revolution 
and war, resisted modern forms of industrialisation; shortage of institutional or 
other credit facilities; and the peculiar French relationship with the land which 
was reflected in land and property rights. French industry responded to govern- 
ment encouragement to expand from 1830, and the economy moved more 
decisively into the era of industrial capitalism. The underlying objective of this 
book is to explain why regions of the French economy, which were technically 
ready to industrialise in the late eighteenth century transformed so patchily until 
the 1830s. 

The analysis offered by Lewis is sophisticated and necessarily complicated. 
The regional complexity of the French economy, society and politics is such that 
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a simple explanation of France’s industrialisation process is both inappropriate 
and misleading. Lewis’s deep understanding of the issues surrounding the 
French Revolution, the nature of proto-industrial structures, and the conflicting 
priorities of feudal and capitalist society is truly impressive. In engaging in a 
number of key debates in French political economy, including the nature of 
proto-industrialisation, the impact of the Revolution on French economic devel- 
opment, and the processes of French industrial transition, it sets a challenging 
agenda. This is a book for the specialist business historian of France, yet the 
broad approach to historical analysis exemplified in this study could well 
enhance the discipline of business history in general. 


University of Leeds KATRINA HONEYMAN 


ERIC DORN BROSE, The Politics of Technological Change in Prussia: Out of the 
Shadow of Antiquity, 1809-1848 (Princeton, NJ: Princeton University Press, 
1993. Pp.xiii + 290; illus.; map. $39.50). 


This book looks at the politics of technological change in the kingdom of Prussia 
from the aftermath of the country’s defeat by Napoleon to the Revolution of 
1848. Brose shows that modern political parties were non-existent at this time 
and that political beliefs were reflected in two very loose factions which respect- 
ively reflected liberal and conservative views. He questions the traditional views 
of the Prussian state’s positive role in economic modernisation. Like a number 
of recent researchers, for Brose the reality is much more complex. It is directly 
related to the competing political factions and divided authorities in this period. 

This period was overshadowed by the English Industrial Revolution. Prussia 
was unsure how it should react. The conservative faction felt that technological 
change should be resisted, because it would undermine the very foundations of 
the social order in Prussia. Furthermore, many conservatives were appalled by 
what.they considered the degradation of urban industrial workers in England. 
This latter view was partly shared by the liberal faction as well. Although the 
liberal faction favoured technological change in Prussia, it felt industries should 
be built in the rural districts rather than in the urban areas. Liberals wanted to 
prevent the emergence of ‘chamber pots’ similar to those they believed some 
English cities had become. This was connected to their very strong regard for 
classical art, which was reflected in their desire that factories and industrial 
building should take aesthetic forms. There was a close relationship between 
economic liberals and artists, such as the one between Christian Peter Wilhelm 
Beuth, a prominent industrial policy maker, and Karl Friedrich Schinkel, one of 
the outstanding architects of nineteenth-century Prussia. For example, Schinkel 
accompanied Beuth on a tour of northern English factories in 1826. It has 
echoes of the subsequent English Arts and Crafts Movement. 

Brose argues that Frederick William HI, King of Prussia between 1797 and 
1840, played a much more important role in this ideological struggle than has 
been previously believed. He effectively steered a middle course between 
the two factions. However, Brose’s study suggests that Prussia was not the 
dynamic state it had been under Frederick IT (1740-86), who had favoured the 
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modernisation of the economy, industrial development and the promotion of 
technological diffusion through the immigration of skilled workers and entrepre- 
neurs. During the first half of the nineteenth century, Prussia sensed the general 
trend and did not like it. For example, liberals such as Beuth, as well as 
conservatives, were opposed to the development of railways. 

Brose argues that Prussia pursued a policy between 1809 and 1848 based in 
large part on state-controlled technological diffusion. This was largely unsuc- 
cessful, apart from in the armaments industry, because the Prussian Business 
Department and Seehandlung generally promoted the wrong products; in the 
case of textile machinery, linen instead of cotton. Prussia’s commitment to free 
trade meant that infant industries could not compete with their English competi- 
tors. The Prussian Seehandlung also set up a variety of ‘model’ enterprises itself, 
particularly in the 1830s and 1840s. The bulk of these were also unsuccessful and 
had to be disposed of in the 1850s. 

Brose clearly intends his study to be a revision of Henderson’s classic study, 
The State and the Industrial Revolution in Prussia (1959). Brose makes several 
oblique references to the Cockerill family, who owned a group of successful 
wool spinning and engineering companies during this period. However, unlike 
Henderson in his classic study and also in Britain and Industrial Europe, 
1750-1870 (1972), Brose seems unaware of the fact that the Cockerills were 
invited by the Prussian government to establish a factory in Prussia on the 
recommendation of Georg Anton Frank and Beuth in the mid-1810s. In 1815 
the Cockerills established a wool spinning mill and textile machine making plant 
in Berlin, and subsequently other textile factories in Cottbus, Guben and 
Gruenberg. Brose also fails to note they were not German, but were in fact 
English entrepreneurs based in Liege, Belgium. Given that Brose himself notes 
that the Cockerills received subsidies from the Prussian state, it is unfortunate 
that he neglects what would appear to be one of the more successful industrial 
enterprises of this period. 

Nonetheless, this book provides an important new insight into the political 
environment which businessmen confronted in this period. Brose has under- 
taken extensive research into the surviving archives from this period While this 
is not a business history, it is an excellent history of the Mining Corps, the 
Astillery Department of the War Ministry, and the government departments 
and officials who determined policy on business and technology. 


Wolverhampton University RICHARD A HAWKINS 


ERIC BUSSIERE, Paribas, 1872-1992: Europe and the World (Antwerp: Fonds 
Mercator, 1992. Pp.320; illus. No price given). 


The author of this book and those involved in its conception deserve to be 
congratulated for their attempt to lift a bank history out of the buildings, bank 
clerks and balances approach which, with one or two honourable exceptions, 
has tended in the past to characterise the genre. Bussiére’s attempt to place the 
history of one of the major European haute banques d’affaires — founded as the 
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Banque de Paris et des Pays-Bas in 1872 by Parisian, German, Austrian, 
Belgian, Swiss and Dutch bankers, in an explicitly international context, is to be 
lauded. Unfortunately, however, this work is ultimately disappointing. 

The book has three sections. Frangois Caron provides an introduction and a 
conclusion, in both of which he stresses the thematic issues of Paribas’ history — 
its European and international outlook foremost among them, but also the 
structure of the bank’s networks, its business strategy and its leadership. The 
main body of text has been written by Eric Bussitre, covering the history of the 
bank in the 120 years since its founding. This narrative sticks fairly closely to the 
stated aim of analysing the external environment in which the bank operated, 
and its responses to the economic and political challenges of the period. It deals 
with everything from the growth of European and international trade at the end 
of the nineteenth century, to problems of the international payments mechanism 
in the 1920s, Paribas’ loss of business during and after the Second World War, 
and the nationalisation episode of 1981-86 (although the last is covered only 
briefly). At times this section of the book comes close to being a list of the 
contacts made, investments undertaken and projects financed. This is not a 
serious criticism, since all bank histories must, to some extent, follow such a 
course — these are, after all, the main business activities of this type of bank. 
Indeed, the changing focus of the bank’s operations — from the international 
underwriting of the late nineteenth century, through to industrial export financ- 
ing of the 1960s and the re-emergence of the international banking house based 
on French and European strengths of the 1980s — illustrates the theme of the 
book and the changing nature of international finance over the last century. Asa 
case study, it may be valuable to students of banking or international trade and 
finance. 

The third section of the book is the strangest. Three former chairmen have 
been invited to contribute a section on their period as chief executive of the 
banking group. This is then followed by a brief review of the bank’s history since 
1970. The former chairmen choose to recall their experiences rather in the 
manner of an after-dinner speech — important decisions are justified, colleagues 
praised and progress noted. Bussière then rehearses the same ground and adds 
little in the way of substance or critique. The point of this exercise is not clear. It 
may have been an attempt to provide an informed analysis of the bank’s 
performance in recent decades, but why the selective memories and carefully 
chosen subject-matter of former chairmen should be thought to deliver this 
more effectively than a historian is never explained. Caron’s conclusion — 
stressing the identity and culture of the bank, the importance of its networks and 
the continuity of strategy within a changing business environment — only served 
to heighten my disappointment at the scant treatment of Paribas’ rise to import- 
ance in the OPEC and Eurodollar markets in the 1970s, and nationalisation in 
1981. 

This is a beautiful book — almost every page has an illustration or photograph. 
That, combined with the separate treatment of thematic issues, the lengthy 
chronology, complete absence of footnotes and relegation to an appendix of all 
statistical material, reveals the intended readership as primarily non-academic. 


Middlesex University DUNCAN M ROSS 
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CHRISTINE A WHITE, British and American Commercial Relations with Soviet 
Russia, 1918-1924 (Chapel Hill and London: University of North Carolina 
Press, 1992. Pp.xii + 345; tables and maps. $43.95). 


The title of this monograph gives an accurate idea of its content. Christine White 
provides a clear, straightforward and informative account of Anglo-American 
commercial involvement in post-revolutionary Russia, drawing upon a broad 
range of official and unofficial papers in British and American archives. 

White demonstrates that business and government officials alike tended to 
fantasise about the purportedly fabulous market opportunities in Russia (she 
justifiably describes as ‘obsessive’ the myth of a slavonic E] Dorado), opportuni- 
ties that could be seized from German hands. She proceeds to detail the way in 
which Allied intervention allowed the British authorities to control commercial 
activity in Russia’s far north; ostensibly defensive in purpose, the British 
presence developed into a semi-colonial regime. In the Transcaucasus, with its 
deposits of oil and manganese, there was never any pretence that intervention 
had anything other than a commercial dimension, with trade taking the form of 
barter throughout 1919. To a large extent, the British presence in these periph- 
eral regions was predicated on the assumption that the Bolshevik state would 
soon collapse, paving the way for normal commercial relations to be resumed 
throughout Russia. 

As peace broke out, so the incipient Anglo-American rivalry came to the 
surface, particularly in the Transcaucasus. In Siberia, by contrast, what was at 
stake was American rivalry with Japan. Over time, and as the post-war recession 
began to bite, White argues that the British and Americans began to think of 
Russia as a source of abundant food and raw materials that could be exchanged 
for manufactured goods. With the revival of foreign trade, first with the surviv- 
ing Russian co-operatives and then with representatives of the Bolshevik gov- 
ernment, so the new regime became less of a political pariah, even within a ‘self- 
righteous’ US administration. White’s careful study documents the soul- 
searching that this occasioned, and the pragmatic realisation that American 
merchants should be allowed to trade at their own risk. White also has some 
valuable things to say about the importance of transit trade through the newly 
independent Baltic states during 1920 and 1921 and about the means whereby 
the Bolsheviks mobilised the Russian gold reserves to settle their payments with 
foreign suppliers. 

White has an irritating habit of restating the main findings of her research over 
and over again. Some broader issues also escape her attention. To what extent 
trade with Russia actually mattered to the Western participants is given only 
cursory treatment. White remarks in passing that the trade was ‘profitable’, but 
offers no evidence for this statement, preferring to reiterate her main point, 
namely that perceptions of market opportunities were more important than the 
growth of trade volumes from an inevitably low base. She makes little use of 
standard Soviet works, such as the serious and well-informed study by Shishkin. 
There are some surprising omissions from the bibliography (Stephen White and 
Fink on Genoa). Nonetheless, she has made a useful contribution to the 
literature on Anglo-American economic and diplomatic relations with Russia. 


University of Manchester PETER GATRELL 
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GEOFFREY JONES and HARM G SCHROTER (eds.), The Rise of Multinationals in 
Continental Europe (Aldershot: Edward Elgar Publishing Limited, 1992. Pp.vii 
+ 217. £45). 


Just as the conviction persists that the characteristics of a multinational enter- 
prise are inherently different from those of a large firm, so does the view that 
such firms originating in continental Europe are qualitatively different from 
those originating in the United States or Britain, which tends to be grouped with 
the United States under the ‘Anglo-Saxon’ umbrella so dear to the French. In 
editing this volume Jones and Schröter implicitly challenge both of these 
assumptions. By bringing together empirical work on the histories of multi- 
national enterprises in seven European countries, much of it new or published in 
English for the first time, they emphasise the great diversity of the European 
experience. 

The book is based on a country-specific perspective rather than the macro- 
economic one which dominated the early literature on multinational enterprises 
and individual authors tend to draw on the theories of the large firm as 
developed by Chandler and Porter as much as on theories of multinational 
enterprises. The first part of the book is based on the evolution of multinational 
activity over the last 100 years or so in Germany, Switzerland, the Netherlands, 
Sweden and Norway, while the second part focuses on the development of 
particular sectors and firms over a shorter period of time. The countries selected 
are divided by a number of factors which it is claimed influenced the nature and 
extent of multinational activity. These factors included the size of the domestic 
market, the timing of industrialisation in the nineteenth century, the colonial 
status, the effects of two world wars and the different taxation and commercial 
policies. 

Thus, whereas the need to overcome the restricted size of the domestic 
market was seen as a crucial factor in explaining the early development and 
subsequent expansion of multinational firms in the Netherlands, Switzerland 
and Sweden, it did not affect the behaviour of Belgian firms or of Norwegian 
firms which did not become multinational until the 1970s. In the Belgian case, 
Greta Devos suggests that the modest scale of foreign direct investment after the 
First World War was due to the relative importance of heavy industry in the 
Belgian economy and the absence of many large companies. The exceptional 
behaviour of Norwegian firms is explained by Fritz Hodne in terms of Norway’s 
protectionist policies and its lack of colonies, but the behaviour of German firms 
was also exceptional. As Harm Schréter shows German firms have concentrated 
relatively more on exports and relatively less on foreign direct investment than 
firms in other European countries. Why this should have been the case when 
exports rarely provided the sort of long-term market stability which foreign 
direct investment produced is explained by German firms’ initial preference for 
the market-sharing arrangements of international cartels in which they had a 
dominant position and by the greater upheaval caused by two world wars in 
Germany. What is not explained is why some firms in a sector such as machine- 
building should have concentrated on expanding exports and others on increas- 
ing their direct investment abroad. 

The book begins to correct another bias in the existing literature by including 
some discussion of multinational activity in the service sector. On the basis of 
rather limited material on Dutch insurance companies and German banks it 
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would seem that the risks involved outweighed the potential advantages to 
companies in the service sector of becoming multinational. 

If the contributors to the book are moving away trom the model of a 
European multinational enterprise as developed by Lawrence Franko, some are 
cautiously suggesting that the multinational enterprise itself is losing its national 
identity to become a transnational enterprise; but this is just one of the many 
questions raised in this stimulating book. 


University of Manchester FRANCES M.B LYNCH 


NORBERT ALTMANN, CHRISTOPH KOHLER and PAMELA MEIL (eds.), Technology 
and Work in German Industry (London: Routledge, 1992. Pp.xii + 445. £45}. 


Analysing the adoption of new technology in industry presents particular diffi- 
culties to social scientists as well as business historians. Due to these difficulties, 
the temptation is to describe the adoption of new technology in industry as a 
linear process or occurring in a black box. Ignoring the complexities of the 
process tends to play down the challenge the introduction of new technology 
presents to management and the workforce. In this area, this anthology of 24 
essays makes a real contribution. 

The studies included in this volume focus on the adoption of new computer- 
aided design, production and management systems into the work environment. 
The development of such systems have clearly created new pressures to re-think 
existing production methods. On the one hand, the new technology increases 
the flexibility of firms to respond to sudden changes in demand and improve 
working conditions for workers in production. On the other, the new technology 
leads to the de-skilling of some workers and increases a firm’s dependency on 
market conditions. The studies suggest that the impact of new technology is 
ambiguous. The response of individual firms and workers is ultimately con- 
ditioned by existing work arrangements, industrial relations, socio-economic 
institutions, education, training of employees, and more loosely defined culture. 
Of particular interest should be the chapters on the difference in response of 
small and large firms to challenges of new computer technology. Through their 
comparative approach, the four essays on skill formation draw the attention of 
the reader to the diversity of approaches to innovation in western Europe which 
are ultimately shaped by the institutional framework and a country’s culture. 

Altmann, Kohler and Meil have compiled a volume that opens the field of 
German industrial sociology to an English audience. The collection achieves this 
original objective admirably. They should be commended on their efforts. 
Business historians are not the prime audience of this volume, but nevertheless 
it should offer an interesting perspective on the challenges of new technology to 
business, Clearly, the methodology employed by the authors may seem uncon- 
ventional to historians. For example, most studies draw heavily on the evidence 
of interviews, without the acknowledgements historians are accustomed to. 
Another example is provided by Chapter 11, on the introduction of a new 
flexible manufacturing system by an unnamed automobile component manufac- 
turer. These differences in approach, however, provide much-needed insights 
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which are hard.to gain from business records. The introductory chapters on 
methodology make the specialist essays accessible for the non-specialist. 
Business historians will find this volume a treasure-trove of stimulating ideas. 


Queen’s University, Belfast TILL GEIGER 


COLIN CROUCH, Industrial Relations and European State Traditions (Oxford: 
Clarendon Press, 1993. Pp.xx + 407. £40). 


Colin Crouch has written a major comparative study of industrial relations in 
western and central Europe since 1870. When studying post-1945 industrial 
relations in Britain, France, Germany and Italy in order to identify different 
types of systems, he found it to be desirable to consider many more countries 
and, above all, to examine the industrial development of these systems. In so 
doing he became impressed by the importance of industrial politics in the 
politics of these European countries over the past 120 years. 

There have been numerous studies of industrial relations across several 
countries or even continents since the 1930s. Most of these have provided the 
material with which to make comparisons, but have not carried out that task 
themselves. Crouch’s book is valuable because he makes a brave attempt to 
carry this out. However, the problem that arises is that his approach is more that 
of the sociologist or political scientist. Historical narrative, even of a compara- 
tive kind, is to be rationed. He approaches the past by a series of what he calls 
‘snapshots’, in which he considers the institutional and other developments in 
the industrial relations of his 14 or 15 countries at a particular time. He provides 
analyses of institutional development, articulation of labour movements, 
employer organization, the power of organised labour, economic and political 
development, and industrial conflict for 1870, 1900, 1914, 1925, 1938, 1950, 
1963, 1975, and 1990. The comparisons are revealing, but after a while to read 
through each and every section becomes tedious. However, the main objection 
to this is that they are not ‘snapshots’, as common sense dictates a discussion of 
certain important developments which occur in some of the countries a little 
after the ‘snapshot’ year. 

Moreover, in some of the analytic sections one is given one or two contrasting 
cases rather than a full survey of the various countries’ practices (a desirable 
approach in terms of maintaining the reader’s interest, but it weakens the 
comparative dimension). In comparative history it is better to deal in themes or 
periods rather than in ‘snapshots’. In either of these approaches it is easier to use 
the comparative dimension to try to explain the relatively early or late develop- 
ment or non-development of an aspect of industrial relations. When one year is 
chosen it is likely to be notably inappropriate for one or more of the countries 
under examination. 

Nevertheless, there can be few interested in the history of industrial relations 
who will not benefit from this very substantial exercise in comparative history. 
Crouch is alive to many of the major European influences on industrial relations 
practices — from the religious base to the impact of social democracy. Historians 
are likely to agree with him that the historic pattern, as well as present practice, 
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is more complex than to suggest there have been four basic European systems: 
those of Britain, France, Germany and the Soviet Union. Even more so, they 
will not be surprised by the importance that he ascribes to the ‘abiding determi- 
nism of deeper historical currents’ (p. 343). Thus, for example, he finds ‘the 
persistence of a recognizable “German” approach to organized interests despite 
the violent overthrow of three regimes and a major westward shift of the 
geographical location of the German state during the course of the century’ (p. 
349). This is a well-researched and thoughtful contribution to the history of 
European industrial relations and will long remain a major work in its field. 


University of Nottingham CHRIS WRIGLEY 


RICHARD R JOHNSON, John Nelson, Merchant Adventurer: A Life between 
Empires (Oxford: Oxford University Press, 1991. Pp.ix + 194; illus.; maps. 
£25). 


With some notable exceptions, much of the recent literature on the first British 
Empire has focused on the American plantation colonies and their trade with 
the mother country. In his biography of John Nelson, Richard Johnson draws 
our attention back to the northern colonial frontier and the Anglo-French 
struggle for control of Nova Scotia or Acadia. Born in 1653 into a London legal 
family and related on his mother’s side to the well-connected Temple family, 
Nelson followed his uncle, Thomas Temple, in pursuing a career in Boston, 
Massachusetts from about 1670 onward. Over the following 30 years, he 
acquired a respectable fortune through trade, principally with Acadia, a region 
over which the Temples had long-standing claims. A staunch Anglican, Nelson 
remained outside the oligarchy that dominated late seventeenth-century 
Massachusetts politics, but his pursuit of trade to the north brought him into 
close contact with French officials in Acadia and also entangled him in political 
conflicts between London and Paris, particularly after 1689. The latter resulted 
in 1691 in Nelson’s capture as co-leader of an expedition from Boston to Acadia 
and his imprisonment in France during the following six years. 

As the author himself notes, the development of colonial America has often 
been seen as the outcome of policy-making in European capitals, with little 
credit being given to adventurers, traders and speculators such as Nelson in 
determining the course of colonial history. In tracing Nelson’s career, Johnson 
seeks, therefore, to shed new light on the politics of the northern colonial 
frontier and, equally importantly, to chart the personal connections of traders 
and local officials that helped to shape Anglo-French diplomatic history in the 
region. In doing so, the author draws on a wealth of private and public papers in 
Britain, France and the USA, and provides some fascinating insights into 
Nelson’s role in the overthrow of Massachusetts’ charter in 1689 and his advo- 
cacy of English expansionism into Canada. Readers of this journal will perhaps 
be disappointed to find that the book contains little new information about trade 
between New England and Acadia ın this period or its precise contribution to 
Nelson’s fortune. Nevertheless, the book is an important contribution to the 
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evolution of English policy on the northern colonial frontier and merits close 
attention from historians of colonial North America. 


University of Hull DAVID RICHARDSON 


DAVID A. ZONDERMAN, Aspirations and Anxieties: New England Workers and 
the Mechanized Factory System, 1815-1850 (New York and Oxford: Oxford 
University Press, 1992. Pp.viii + 357. £35). 


The responses to and perceptions of America’s industrial workers to the pow- 
ered factory are the principal themes in this study of nineteenth-century manu- 
facturing. Based predominantly upon the private and public observations of 
factory workers, this book is about the diversity of responses, negative and 
positive, to mechanisation. By concentrating on the relatively short period when 
Yankee, rather than immigrant labour, predominated in New England industry, 
Zonderman’s aim is to provide a peculiarly American interpretation of mechani- 
sation. Although much of his evidence relates to Lowell and the cotton industry, 
it embraces all the New England industries where powered machinery was used 
in factories. Coverage therefore extends to the attitudes of workers in paper- 
mills, armories, clock factories, ropewalks, metal working and in machine 
shops. The book is divided into two parts which move from the specific to the 
general and deal respectively with the reactions of workers to their physical 
environment and to broader social issues. 

What became known as the ‘American system of manufacturing’, was distinc- 
tive in a number of ways. Standardised goods for America’s large and homo- 
geneous domestic markets were manufactured in large powered plants, where 
all stages in the production process had been integrated. The separation of such 
activities as maintenance and training, from operating machinery, meant that 
the majority of factory workers could be classed as unskilled machine minders, 
rather than skilled operatives. In striking contrast to the outrage of ex-craft 
workers during the British industrial revolution, the impression in New England 
is that many factory workers found the work unremittingly dull and monoto- 
nous. Yet there were some variations as, for example, in machine making, 
where traditional skill was replaced by new skills. In textile machine shops, 
therefore, Zonderman suggests, innovation was viewed relatively favourably. 

Much of the evidence in this book relates to the reactions of cotton workers at 
Lowell. There coarse cloth was produced, initially for Frontier markets, in 
factories where every stage of production, from preparation to dyeing and 
finishing were integrated. Single girls, from respectable New England farming 
families, usually working temporarily in factories, made up the bulk of the 
workforce. It was the tapping of this source of respectable middle-class young 
women which, as David Jeremy has shown in Transatlantic Industrial 
Revolution, helped to shape all facets of the development of the town. The 
creation of a well-ordered community, where the worst excesses of industrialisa- 
tion were avoided, became imperative if rural families were to allow their 
daughters to join the workforce. Zonderman’s evidence illustrates the extent to 
which workers were aware of these paternalist strategies. It also highlights the 
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idea, often obscured in more general analyses, of the extent to which gender and 
position within the factory hierarchy moulded perceptions of what amounted to 
corporate paternalism. Ironically, the very symbiosis of factory and community 
in towns like Lowell could facilitate localised strike action. Yet, as Zonderman 
is careful to point out, variations in experience between individual industries 
and indeed between individual regions of New England meant that these 
changes did not lead to class solidarity. 

This is a scholarly book, which provides important new insights into the 
experience of industrialisation in New England. Zonderman has marshalled an 
impressive array of evidence both primary and secondary to ensure that the lives 
of nineteenth-century factory operatives appear three- rather than two- 
dimensional. It has no quantitative pretensions and, despite Zonderman’s ad- 
mission that he intended a qualitative study, this is a weakness. This is not to 
suggest that he should have written a different book. Rather it is to say that 
some discussion, on a chapter by chapter basis, of the reliability and representa- 
tiveness of evidence used would be useful, especially for readers less familiar 
with the sources quoted than Zonderman himself Nevertheless, despite this 
reservation, this book can be recommended as an enlightening and interesting 
study of the experience of industrialisation in New England. 


Lancaster University MARY B ROSE 


JAMES W CORTADA, Before the Computer: IBM, NCR, Burroughs, and 
Remington Rand and the Industry they Created, 1865-1956 (Princeton, NJ: 
Princeton University Press, 1993. Pp.xxi + 344; illus. $55). 


This book is an economic and business history of the information-handling 
industry from its origins in the late nineteenth century up to the emergence of 
the data-processing computer in the 1950s. The author’s ‘approach in this book 
has been to identify activities that defined the industry and to call out those that 
survived to characterize mechanical information processing though the decades’ 
(p. 264). In addition to economic analysis, the book includes much ‘of what 
happened at the street level’ in terms of marketing and industry practice. This is 
handsomely reinforced by 32 pages of illustrations, many appearing for the first 
time in print. 

Had it not been for the computer revolution of the 1950s and 1960s, this book 
would probably never have been written — for it is the great visibility of the 
computer today that has caused the author to track the history of its four longest 
established members - IBM, NCR, Burroughs and Remington. The selection of 
these four firms does itself raise a methodological problem, however, in that 
they happen also to be the only old-line office-machine firms in the United 
States that made it into the computer age. So that what they have in common, it 
could be argued, is not so much their technology as an ability to survive. 

The author adopts Chandler’s thesis that information-processing was one of 
the key organisational capabilities that enabled the development of American 
large-scale enterprise in the Gilded Age. Cortada’s book is the third work to be 
published in the last few years addressing this theme. The first was James R. 
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Beniger’s Control Revolution (Harvard, 1986), and the second was JoAnne 
Yates’ Control Through Communication (Johns Hopkins, 1990). Beniger 
attempted a grand synthetic work which achieved wide popular acclaim but was 
regarded in the scholarly trade as being methodologically dubious; while Yates’ 
far more modest monograph has been well received for its firmly established 
thesis that the technologies of communication were crucial to the co-ordination 
of big business. Cortada’s book falls in between these two books: it is a major 
synthesis, though without the grand sweep of the Beniger book, but with some 
methodological problems because of its heavy reliance on ‘impressionistic’ data, 
particularly in the early parts of the book. 

The book is written in three parts, covering the periods 1865-1920, 1920-41, 
and 1941-56. Part 1, “The Origins of a New Industry, 1865-1920’, describes the 
development of the office-machine industry from the end of the Civil War up to 
1920. Brief histories are given of the author’s four key firms and their technolo- 
gies — Remington (typewriters), Burroughs (adding machines), IBM (punched- 
card machines) and NCR (cash registers). In many places the author is ham- 
pered by the lack of adequate secondary sources so that ‘any discussion remains 
fragmented and rough at best and calls for more investigation’ (p. 86). Thus this 
part of the book is simultaneously the most original and the least satisfactory 
because of its failure to locate and use primary sources. 

Part 2, ‘An Age of Office Machines, 1920-1941’, describes the development 
of the mature office-machine industry between the two world wars. The empha- 
sis is strongly on the punched-card machine industry, which the author sees as 
the real precursor to the computer industry. Some space is given to the adding- 
machine industry, but hardly any to typewriter manufacturers. The author’s 
neglect of typewriters is justified on the reasonable grounds that they are passive 
recording machines rather than information-processing machines or proto- 
computers. (However, typewriters are conveniently brought into play again in 
the discussions on business statistics since they constituted about half the dollar 
volume of office-machine sales.) In addition to the individual company histories, 
there is a good economic analysis of the office-machine industry and a host of 
useful statistics not previously brought together in one place. 

Part 3, ‘World War II and the Postwar Office Appliance Industry, 1941-1956’, 
takes the story up to the emergence of practical business computers in the mid- 
1950s. An account is given of the impact of the war on individual companies, 
and to a lesser extent the impact of the office-machine industry on the logistics of 
the war. The most important material, however, concerns the transition from 
electric and mechanical office-machines to the electronic computer in the post- 
war period. The transition is seen to be more rational and complex than is 
portrayed in popular histories of the computer. Far from passively ignoring the 
computer, manufacturers are seen to be consciously eschewing computer devel- 
opment in favour of updating their traditional office-machine products, the sales 
of which continued to grow dramatically after the war. Thus annual sales of 
adding and accounting machines doubled between 1946 and 1951, and did not 
peak until 1956 and 1957 respectively. Only in 1958 did sales of business 
computers overtake those of traditional equipment. Although Cortada deals 
very capably with the transition made by his four case study firms, he fails 
to round out the picture in two important respects. First, by focusing on 
the winners, he neglects several major players (such as Underwood, Royal, 
and Comptometer) that did not make the transition and eventually vanished 
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apparently without trace. Second, he neglects the entry into computer manufac- 
turing of major players from the electronics and control industries (such as GE, 
RCA and Honeywell), and the impact they had on the old-time office-machine 
firms. 

However, while this book has the weaknesses outlined above, ıt remains 
easily the best attempt to date to integrate the present-day computer industry 
with its office-machine past. It is strongly recommended as a significant contri- 
bution to the literature of the history of computing and the information-handling 
industries. 


University of Warwick MARTIN CAMPBELL-KELLY 


WILLIAM G SCOTT, Chester I. Barnard and the Guardians of the Managerial State 
(Lawrence, Kansas: University Press of Kansas, 1992. Pp.xvi + 233. $27.50). 


Contrasting the push and go of inter-war America with the inexorable decline of 
Europe, Sinclair Lewis had George F. Babbitt proclaim ‘one thing that dis- 
tinguishes us from our good brothers, the hustlers over there, is that they’re 
willing to take a lot off the snobs and journalists and politicians, while the 
modern American business man knows how to talk right up for himself, knows 
how to make it good and plenty clear that he intends to run the works’. Chester 
I. Barnard might have been Lewis’s model. He was certainly not reticent in 
outlining programmes for ideal management, and proclaiming exactly why it 
was that managers in America were uniquely placed to make the key decisions 
governing economic, and ultimately social and political life. What emerges from 
Scott’s book is a catalogue of insufferable arrogance and elitism whereby 
workers and citizens were to be unknowingly moulded by a vanguard of 
‘managers’, fully equipped with the tools of behavioural psychology. 

The book begins by establishing the importance of a study of Barnard — his 
‘Functions of the Executive’, published in 1938, was widely read, and the 
Japanese now have deep reverence for him. (Another US guru ignored in his 
own land.) Scott then charts the rise of managerialism from the Progressive 
movement to Herbert Hoover, and its quest to provide a framework of prosper- 
ity and security within which ‘freedom’ could thrive. The excursion takes in a 
spectrum of managerial theorists from Taylor to Mayo before focusing on 
Barnard’s own cabal, the ‘Harvard Circle’, to which Barnard gained admission 
as a manager in industry — he worked for ATT for 40 years, eventually becoming 
president of New Jersey Bell. Barnard also had a couple of turns in government 
service during wartime and was elected president of the Rockefeller Foundation 
in 1948. The Harvard Circle, including Parsons, Merton, Whyte, Roethlisberger 
and especially Mayo, convinced Barnard that social science, if properly carried 
out, could supply the means to ensure a stable, ‘co-operative’ society, a particu- 
larly urgent task given the looming alternatives of Fascism and Communism. 

Scott then spends half a dozen chapters outlining, in considerable detail, 
Barnard’s ideology and managerial theories. Having swallowed Mayo whole, it 
is all about ‘inculcation of motives’ and ‘engineering consent’ among the work- 
force. Only managers are in a position to accrue technical information 
from diverse points and to use complex reasoning before arriving at strategic 
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decisions. These decisions reflect a wider set of ‘moral’ considerations intuitively 
held by a self-sacrificing, ascetic elite, who, rather mysteriously, are born, not 
educated. It is all good stuff, with an occasional battiness redolent of Frederick 
Taylor, but does Scott take it all seriously? More importantly, can these ideas 
really have had a wide resonance, beyond the ‘Harvard Circle’? Unfortunately 
Scott, does little to tell us. We find out about the theories and their intellectual 
forebears, but not much about whether anyone was listening. We are not even 
told if Barnard practised what he preached, at New Jersey Bell. The only details 
of his years there are given in terms of the division’s economic performance — 
rather ordinary it seems. Historians will be disappointed in that no attempt at all 
has been made to outline the economic, technological or demographic context in 
which Barnard’s thought developed or how unionisation, or the threat of it 
provided him with an imperative. If instead we are to err on the side of 
individual ideas surely more biographical detail than we are given is also 
n : 
A more basic problem remains with Scott’s own affinity for the ideas of 
Barnard and his mentors. At one point he faithfully records the story told by 
Barnard and ‘presumably based on an actual incident’ of a woman telephone 
operator who stuck by her switchboard while the house with her invalid mother 
inside, in full view, burned down! Barnard called this the ‘moral necessity of 
uninterrupted service’. It is also rather disturbing that the Hawthorne studies 
and the discovery of informal work group culture are rather unproblematically 
treated by the author, given the vast critical literature on both their methods and 
findings. More worrying is the final chapter or two where Scott holds forth on 
the current woes of America. From the OPEC oil crisis, via junk bonds to the 
misaligned Hubble telescope, all the iconography of American economic and 
technological decline (in contrast to the success of the Barnardian Japanese) is 
trotted out to be lain at the door of American management which has turned 
away from Barnard’s dream of co-operation (as dictated by management), to 
embrace instead a morally bankrupt individual acquisitiveness. Prospects are 
bleak. The massed ranks of MBAs being churned out by the business schools are 
ill-formed social beings, incapable of shouldering the burden of moral responsi- 
bility and the weapons of applied social science in remoulding the USA along 
the lines of moral rectitude which we must assume Scott yearns for — a return to 
an (imagined) Barnardian golden age. 


Business History Unit, London School of Economics RICHARD G. COOPEY 


STANLEY C HOLLANDER aid RICHARD GERMAIN, Was There A Pepsi Generation 
Before Pepsi Discovered It? Youth-Based Segmentation in Marketing (Lincoln- 
wood, Illinois: NTC Business Books, 1992. Pp.xiv + 144; illus. $29.95). 


With niche marketing being a ‘buzz’ phrase among business and marketing 
experts, questions about when a youth segment emerged and what youth 
segmentation means could become important debates. For many people the 
‘Pepsi Generation’ and the ‘Baby Boomers’ of the 1960s were new phenomena. 
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Only then did young people establish themselves both as a cultural ‘happening’ 
and a market financially worth targeting. However, if Stanley Hollander and 
Richard Germain are to be believed, a youth market existed much earlier. It was 
definitely visible in the 1920s and probably stretches back to the 1880s. 

Adding a fourth phase of marketing — positioning or segment creation — to 
Richard Tedlow’s three-stage schema of fragmentation, unification and segmen- 
tation, the authors pursue this new phase through the variable youth. Youth can 
either be a specific age group, the 15-24 year old group, or a psychological state 
of feeling young. How can this youth market be discovered and assessed? With 
considerable difficulty. Stanley Hollander and Richard Germain piece together 
a fluctuating and at times barely visible sector which ranges through products 
like clothing, cosmetics, sporting goods, music, games, books, dance-halls and 
movies, through agencies like stores, churches, schools, colleges, libraries and 
the military, by such means as advertising, direct mail campaigns and contests. 
The thesis is interesting and has potential, but the evidence ıs thin. Indeed at 
times it is so thin historically that the thesis might have been more appropriately 
offered as a paper, as indeed Hollander himself suggests (p. 58), than as a book. 
Hollander, the doyen of marketing history, has certainly captured an important 
idea and has set an agenda both for marketing scholars and tor historians to 
ponder and to research. His initial foray has drawn heavily on the Warshaw 
Collection of American Business Ephemera in the Smithsonian Institution and 
on a wide range of secondary materials, and he and his co-author have produced 
a well-illustrated, readable and entertaining volume designed primarily for 
marketing academics and practitioners, though of value to historians. It will be 
interesting to see if the younger generation of scholars follow his lead in tracing 
market segmentation, of whatever vanety, back through history by more empir- 
ical research. 


University of Birmingham MARGARET WALSH 


WILLIAM M LEARY (ed.), The Airline Industry (Encyclopedia of American 
Business History and Biography) (New York: Facts on File, 1992. Pp.xxv + 
531; illus. £55). 


This volume is the latest addition to the Encyclopedia of American Business 
History and Biography senes. It provides 157 separate entries on all aspects of 
the commercial airline industry in the United States, both passenger and freight. 
The principal trends are outlined in an excellent introductory survey of the 
industry’s history by William M. Leary, the editor of the volume. The focus is 
deliberate so there are only passing references to aircraft makers, rocketry, the 
space programme, or military aviation. Virtually half of the entries consist of 
biographies of executives, financiers, union officials and a few legislators and 
regulators. A further one-third of the entries deal with particular firms, with 
separate pieces where a firm underwent a major change of name and develop- 
ment. The remaining entries are more varied. Some refer to organisations such 
as the Federal Aviation Administration, the International Civil Aviation 
Organization, or the Professional Air Traffic Controllers’ Organisation. Other 
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entries consider labour unions and major legislation such as the Air Mail Acts 
(1925, 1930 and 1934) and the Airline Deregulation Act of 1978. There is no 
explicit cross-referencing in the text, but there is a good index. 

The aim of the series is to identify the impact of business on American life, 
and it represents part of a proliferating biographical approach to the subject. 
The overall standard of the entries is very good with material on business policy, 
technology, and the context of a career or legislation. Each includes a short 
bibliography of secondary literature, especially useful for trade journal material, 
and rather limited indications of archival sources. The volume certainly serves a 
valuable role in improving access to a significant part of the service sector of the 
economy. It is also extremely helpful in tracing the swirl of entries, mergers, 
reorganisations, and exits which have occurred over the last 15 years following 
deregulation. For that purpose alone the volume should be of keen interest to 
students of management, regulatory policy, and business history. The industry 
supplies a fascinating case study of the role of regulation and the claims and 
results of deregulation and differing managerial philosophies of the 1980s. The 
social impact of the airline business is hinted at in places, notably in Georgia 
Panter Nielsen’s fine piece on Flight Attendant Labor Organizations, but that 
facet of the impact of business is less developed. It would have been helpful if 
the introduction had contained some tables to indicate numbers of firms, 
passenger miles flown and similar summary data which is harder for the reader 
to piece together from the text. Nonetheless the volume fills its purpose very 
well and represents a model of its kind; the editor and his contributors are to be 
congratulated. Part of the pleasure of such a compilation also lies in the odd 
snippets of information such as the freight airline boldly named the Fireball Air 
Express which, on adding passenger service, adopted the more cautious, but 
perhaps more marketable, title of Standard Air Lines. 


Unversity of Glasgow MICHAEL FRENCH 


YUKIKO FUKASAKU, Technology and Industrial Development in Pre-war Japan: 
Mitsubishi Nagasaki Shipyard, 1884-1934 (London and New York: Routledge, 
1992. Pp.xviii + 189. £35). 


Yukiko Fukasaku has made a welcome addition to our knowledge of the 
industrialisation of Japan. The volume opens with the now customary theoreti- 
cal discussion of the place of transfer of technology in economic development; 
but this is left quickly behind as she bends to her task of describing how the Meiji 
government set about acquiring the technical know-how to modernise the 
country. She shows how at the outset the government-backed enterprises of 
bakufu and han sent students assisted by scholarships (Rangaku) to Holland. 
When this strategy of state-controlled enterprise failed, she describes how the 
newly privatised industries built on this practice, sending students to the United 
Kingdom and later Germany to institutions of higher education and, just as 
importantly to companies, often as part and parcel of a licence agreement. She 
explains how the Mitsubishi Nagasaki shipyard developed the skills acquired in 
this way, stressing that the process was not simply exogenous. This is the least 
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familiar part of Yukiko Fukasaku’s thesis to Western readers, who are tempted 
to believe naively that Japan simply adopted Western technology. She describes 
how, after massive initial difficulties, the shipyard was able to build ships 
competitively by the end of the First World War. Using welding, the marine 
turbine, and the diesel engine as case studies, she shows how quite quickly 
Japanese engineers and scientists were modifying and developing the technolo- 
gies they acquired. For example, in the case of Parsons turbines, licensed in 
1904, Nagasaki was building sets modified to its own designs by 1908. She also 
devotes a good deal of space to the development of research activities within 
enterprises and sponsored directly by the government, particularly the very 
large funds made available by the Gakusin — Japan Association for the 
Advancement of Science — for applied research from 1933. The book is full of 
useful tables illustrating the salient points of the text (for example the manufac- 
turing licences purchased by Mitsubishi Nagasaki Shipyard 1904 to 1931), along 
with an appendix of overseas missions from Mitsubishi Nagasaki Shipyard from 
1896 to 1935. In describing the relations of western companies with Japan, 
Yukiko Fukasaku makes no reference to the resistance in some quarters to 
granting licences for fear that the technology would be stolen. In discussing the 
subyect, this is an area which she might have explored both in the archives of 
western and Japanese companies — in other words the technologies that could 
not be transferred at any price. The western reader is also left with a compara- 
tive question. Much of what she describes — the development of technical 
education in universities, the encouragement of contributions from employees 
to innovation, and establishment of in-house training — was borrowed from the 
West; that being so, she does not explain adequately if and how the Japanese 
experience differed from those of other developed countries — critical though 
this is for any wider explanation of Japanese post-war economic success. The 
only error I can detect is a forgivable confusion between Ipswich and Elswick — 
the home of the Vickers shipyard on the Tyne. These are harping complaints 
about a most useful and readable book for anyone with an interest in the 
development of modern Japan. 


University of Glasgow MICHAEL MOSS 


STUART JONES (ed.), Financial Enterprise in South Africa since 1950 (Hound- 
mills and London: Macmillan, 1992. Pp.xvi + 316. £45). 


STUART JONES and ANDRE MULLER, The South African Economy, 1910-90 
(Houndmills and London: Macmillan, 1992. Pp.ix + 384. £45). 


In the first of these books, Stuart Jones once again provides a collection of 
articles dealing with specific aspects of South Africa’s financial institutions since 
the more formal start of the apartheid regime. Some of the chapters overlap 
chronologically with his earlier collection, Banking and Business in South 
Africa, others continue where earlier articles left off, while yet others raise new 
questions. 

Given the great impact that apartheid and reactions to it have had on the 
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South African economy, it is surprisingly difficult to find much in the various 
contributions reflecting its importance, or indeed much reference to it and its 
consequences at all. The chapter on fiscal policy, for example, does not go into 
the effects of heavy defence spending and the destabilisation policies pursued in 
neighbouring countries. The financial implications of the migrant labour system 
are not considered of sufficient importance to be discussed except in passing. 
Similarly, the financial ramifications of the relationship between the government 
of South Africa and those of the ‘Homelands’-receive scant attention. What 
remains is for the most part a rather dry analysis of the country’s financial 
institutions and their recent history which isolates them from the political and 
social world in which they operate. In all fairness, it must be said that general 
awareness of the significance of the political framework is not entirely lacking, 
providing, though not in any detail, some of the background to the discussion of 
the Development Bank of South Africa. 

The broad picture emerging from these articles is of a maturing industrialising 
economy with the concomitant structures for dealing with capital accumulation, 
development, share transfer, and so on. Overall, however, the absence of a 
-clear political reference point gives the work a somewhat rarefied character. 
Articles such as these would be perfectly acceptable with regard to any 
European country at a similar stage of development, but in some respects they 
are almost irrelevant to South Africa as it is today. 

Putting that aside, taken as they are, the articles themselves vary considerably 
in quality and interest. The first four give an introductory overview of the 
financial sector during this period, more specifically fiscal and monetary policy 
and overall changes in the banking system. These are straightforward and could 
be said at best to provide a fairly basic view. Rather more interesting are those 
chapters dealing with some of the financial institutions which have developed 
more recently and are symptomatic — or symbolic — of the economy’s maturing. 

Articles on South Africa’s first merchant bank, the Discount House of South 
Africa, and on Wesbank, a specialist hire purchase bank, do provide some new 
basic information and insights. The same is true of Stuart Jones’s own pieces 
(three of the four and a half he contributed himself out of a total 12) do provide 
some basic information on the Allied Building Society, the Development Bank 
of Southern Africa and the Johannesburg Stock Exchange. What is lacking is the 
context. 

The two outstanding exceptions to these strictures are the articles by Grietjie 
Verhoef on Nedbank (the Netherlands Bank) and on Volkskas (the People’s 
Savings Bank) and Trust Bank. Volkskas emerged out of Afrikaner nationalism 
and did more than the existing, primarily British institutions to bring the 
Afrikaner population to an acceptance of and involvement in banking and 
finance. Volkskas has come to play a substantial role in South African finance 
and industry. Nedbank, for its part, also faced pressure to identify more closely 
with South Africa rather than with its Netherlands parent, ultimately being 
detached from it. These pieces include detailed bibliographies reflecting 
Verhoef’s own primary research, not a conspicuous feature of the other chap- 
ters. If Verhoef were to publish an English version of her doctoral thesis, it 
would be most welcome. 

The importance of Afrikaner capital in South Africa’s recent financial history 
is recognised not only by the inclusion of Verhoef’s two chapters, but also by a 
statement on the front flap of the dust jacket. ‘The financial scene mirrored the 
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rise of Afrikaner economic power and the continued progress of industrialisa- 
tion’. It would not be unreasonable, then, to expect Jones’ and Müller’s book to 
reflect this rather more than it does. The emergence of Afrikaner capitalism is 
considered one of the important features of the 1960s ‘financial revolution’ but 
discussion of it is subsumed into a wider picture to such an extent that its 
significance is not at all clear. The Broederbond — the ‘secret’ Afrikaner organi- 
sation which did so much to stimulate Afrikaner interest in business and finance 
— receives only passing reference. To argue that this is because of the organisa- 
tion’s secrecy is ingenuous. 

Again, the book does provide a very basic picture of the institutional, sectoral 
changes that have taken place in the eight decades since the creation of the 
Union. The decision to adopt a sectoral rather than a factoral framework on the 
‘grounds of impracticability’ is regrettable, if not spurious. The authors claim 
that ‘It would be awkward and cumbersome to attempt an economic history of 
South Africa based on capital, labour and land over an 80-year period, and well- 
nigh unpossible, given the way the radical left personifies the use of the word 
capital into some sort of bogey-man’ (p. vii, my italics). It is academic cowardice, 
at best, to reject in such terms the valuable and valid insights that the so-called 
‘radical left’ have used in their analysis of the South African economy. If that 
work is as biased towards labour as is claimed, should we not expect a serious 
attempt to confront that bias and correct it? 

Within the limits of their sectoral approach, Jones and Müller do draw 
together a useful outline of the basic economic history of the country. A fairly 
clear picture is drawn up of the development of the different sectors of the 
economy and an explanation of some of the differences between South Africa 
and other industrialising economies is provided. Reference is made, generally in 
negative terms, to many of the policies restricting African access to land and 
jobs and their impact on the economy. It seems fairly clear that Jones and 
Muller could have come to grips with whatever they find unacceptable in the 
works of the ‘radical left’. That they did not do so leads inevitably to the 
assumption either that they felt that there was no real need to do so or that they 
did not have the necessary academic courage. What they have done is tell us 
briefly and concisely, and within the limits imposed by their methodology what 
happened. The wider picture and explanations of why changes happened in the 
way they did is sadly lacking. 


University of Manchester SIMON KATZENELLENBOGEN 


HT SHIMAZAKI, Vision of Japanese Entrepreneurship: The Evolution of a 
Security Enterprise (London: Routledge, 1992. Pp.x + 267. £40). 


In many ways this is an important study which deserves the widest possible 
circulation amongst all those interested in the post-war development of Japan. 
While written primarily as a biography of Makoto lida, and as a record of the 
security business which he instigated, it also sheds significant light on the way in 
which entrepreneurial activity is envisaged in Japan. Consequently it also dem- 
onstrates many of the cultural and institutional differences which distinguishes 
Japan from those of other advanced industrialised nations. 
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Makoto lida was a younger son of a licensed wholesaler of sake whose family 
had been engaged in small-scale business for several centuries. After graduating 
from Gakushuin University in Tokyo in 1956, lida joined the family business 
and was to spend the next two years as a warehouse worker. He was then given a 
more rewarding job in the sales department and, with the aid of accommodation 
provided on his father’s property, was able to marry. These developments did 
not, however, satisfy his desire for independence. Long discussions with a close 
friend, Juichi Toda, confirmed his ideas and the two decided to form a partner- 
ship if a suitable business venture could be found. 

While various suggestions were considered and rejected, lida laid down three 
principles on which he proposed to base his future activities: they must benefit 
society: payments in advance must be arranged; and the venture would need to 
provide a unique service or product. He also felt that he wanted to establish a 
business where the availability of capital was not the main pre-requisite for 
success. Although these constraints appear to have ruled out most potentially 
viable activities, in 1961 he chanced to hear of the emergence of firms which 
were beginning to supply security services in various parts of North America and 
Europe. This was precisely the kind of innovation which lida had been looking 
for, as organisations of this type were then unknown in Japan. Of course it could 
be argued that in the relatively crime-free situation which then existed such a 
firm was unnecessary, but there was already a need to control public occasions 
as diverse as religious celebrations and ‘pop’ concerts. Consequently Iida de- 
cided to pursue this idea and took the critical step of leaving the family business. 
The vagueness of his plans so offended his father that no financial assistance was 
forthcoming, and lida was obliged to move out of the family home to begin life 
anew. 

The study then provides a comprehensive account of the growth of Nihon 
Keibi Hosho Kabushiki Kaisha (the Japan Security Guard Co.) This was estab- 
lished in July 1962 with the aid of capital injected by a Danish businessman, and 
began work by providing either permanent or visiting guards for its clientele. 
Progress was very slow until 1964, when Iida was able to provide security for the 
Tokyo Olympic Games. Thereafter it was extremely rapid, and in the labour- 
scarce situation of the time Iida made the critical decision to move to an 
electronically based ‘Security Patrol Alarm System’. This proved to be highly 
effective, so a new name, SECOM (Security Communications), was adopted 
and a Stock Exchange quotation was obtained in 1974. Further expansion then 
ensued, so that the whole of Japan was covered by a network of 47 control 
centres, and the firm’s activities spread to include Korea, Taiwan, Thailand and 
the United States. 

The increasing geographic spread of SECOM was paralleled by the widening 
in the range of its services and by vertical integration with its suppliers. In the 
course of this growth the firm’s activities were emulated by many others so that 
by 1983 3,546 companies had been formed and were employing more than 
133,000 staff. Thus it will be seen that lida had created a new industry as well as 
developing and maintaining the role of SECOM as the market leader. 

In the text, it is claimed that this extraordinary success was achieved by Iida’s 
‘ability to translate new ideas into commercially viable products and services’. 
While this may well be true, the value of his strict upbringing within the ethos of 
a family imbued with entrepreneurial spirit and his own single-mindedness and 
uncorruptability must also have been vital. A final consideration, which goes 
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against the accepted wisdom of attributing Japan’s progress to ‘consensus de- 
cision making’, is that lida made all the significant decisions which enabled his 
enterprise to prosper. Furthermore, if his biographer is to be believed (pp.236— 
7), many of Japan’s other successful entrepreneurs were equally autocratic in 
their pursuit of excellence. 


University of Liverpool PETER N DAVIES 


WR GARSIDE (ed.), Capitalism in Crisis: International Responses to the Great 
Depression (London: Pinter Publishers, 1993. Pp.xi + 200; figures; tables. £35) 


The combination of recession in the OECD, with consequent rising unemploy- 
ment and soaring budget deficits, together with exchange rate instability and the 
ever-present threat of a return to autarky on the part of many key countries, 
naturally imparts a topicality to the causes, consequences and lessons (if any) of 
the great depression (1929-33). Accordingly, a volume on the different policy 
responses to this traumatic episode of seven OECD countries (Australia, 
France, Germany, New Zealand, Sweden, UK and US) and eastern Europe is 
very welcome, though it is not directed specifically towards the lessons of the 
1930s. Nor is it concerned directly with the detailed causes and progress of the 
depression. Rather, it is offered as a contribution to what Maier (/n Search of 
Stability, 1987) has called historical political economy. This is not historical 
public choice, where political choices are analysed according to the criteria of 
economic maximisation, but the opposite: where economic choices are analysed 
in terms of competing political forces. The focus is thus the power relationships 
that underlie economic outcomes, in which, of course, the business sector 
constitutes a key player. 

Such a project is potentially most promising. However, and notwithstanding 
the excellent material in some of the country chapters, there are a number of 
problems with its execution. First, we know nothing of the selection criteria for 
the country studies, or indeed of the project as a whole. This creates serious 
problems for the significance of the policy responses of the countries that were 
chosen. Thus, why for example only Sweden and not Denmark as well, when 
Gustafsson admits than the latter constitutes a better example than the former 
of the positive effects of a stabilising fiscal policy? Secondly, the paucity of 
quantitative material employed makes it difficult to place policy responses in 
context. There are no overall, comparative tables on the macro-economics of 
the 1930s, or on the basic indicators of government policy (fiscal impact, 
monetary statistics, etc.). True, this volume is not about the cause or course of 
the great depression, but the very substantial differences in the macro- 
economics of individual countries sets the scene within which political forces 
competed. Moreover, it allows statements such as ‘the slump hit the British 
economy hard’! (p.30). We deserve better, especially when it is the very 
mildness of the GDP losses in Britain — in contrast to high elasticity of employ- 
ment with respect to GDP — that is interesting and influential upon public policy. 
This leads to the third problem; there is no common format to the chapters and 
apparently no agreement about the research agenda, so that some give attention 
to policy effectiveness while others do not, and the role of particular classes and 
interest groups — business included — is not treated systematically. It is difficult to 
escape the conclusion that an opportunity has been lost with this volume to 
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provide a work to supplement Eichengreen and Hatton’s excellent Interwar 
Unemployment in International Perspective (1988). As Aldcroft noted in his 
survey of eastern Europe in this volume, ‘could do better no doubt’ (p.190). 


University of Bristol ROGER MIDDLETON 


JONATHAN BROWN and MARY B ROSE (eds.), Entrepreneurship, Networks and 
Modern Business (Manchester: Manchester University Press, 1993. Pp.x + 262. 
£40). 


The dozen essays in this volume originated in a (1991) symposium of business 
historians from Reading and Lancaster universities which has become an annual 
event. The theme of this volume is entrepreneurship and all the contribitions 
analyse groups of entrepreneurs in their economic, social or business contexts. 
Of especial interest are those chapters which deal with British family capitalism, 
on which Chandler has placed so much blame recently. 

Six essays particularly caught the interest of this reviewer. Considering the 
role of the entrepreneur in business history, T.A.B. Corley vigorously surveys 
and contrasts the approaches and literature of business and economic historians 
on one hand, of economists on the other. His objective is to pave the way for 
some future empirical testing of the entrepreneurship theory proposed by Mark 
Casson. Despite the fashion for quantitative methods (bordering on ideology in 
some quarters), Corley finds much life in the study of entrepreneurship. (Indeed 
there is more than he reports, for on the American side he has missed William 
Miller and John Ingham; on the British side, Christine Shaw and myself.) Most 
valuably, he sets out a research agenda comprising four topics: the emergence, 
duration, succession and informing of entrepreneurs. Here, at last, business 
historians are beginning to address questions taxing managements, rather than 
those puzzling economists. Both demand attention but to date the latter have 
eclipsed the former. Many more boardroom issues await investigation by busi- 
ness historians. 

Casson's essay, which must be read to make sense of Corley’s, summarises his 
earlier economic theory of the entrepreneur. Casson argues that the essence of 
entrepreneurship is ‘taking judgemental decisions about the coordination of 
scarce resources’ (p.31). He emphasises that it is an individual, not the firm, who 
takes decisions (but would this fit the Japanese case?). Equally crucial to his 
analysis is the contention that entrepreneurial decisions are taken without 
obviously correct procedure, standard rules or formulae because they are taken 
in novel, complex, evolving situations with uncertain long-term outcomes aim- 
ing at ambiguous objectives and incurring adversarial reactions along the way. 
Casson likewise underscores the mediating role of entrepreneurs, in brokering 
between producers and markets and in bringing transaction costs from the 
market into the firm. Both in decision-making and implementing, the entrepre- 
neur must subdivide tasks and delegate reponsibility. All of this implies a heavy 
reliance on culture in creating trust between the entrepreneur and his subordi- 
nates, between the entrepreneur and his customers. One would like to hear 
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responses from hands-on CEOs and company chairmen to this persuasive 
theory. Further empirical testing by management specialists and business histor- 
ians, some of it along the lines suggested by Corley, is clearly needed. 

Meantime, other essays in the volume offer foretastes of what might come. 
Maurice Kirby, quarrying his vein on the Quaker Peases, examines the extent to 
which Quaker families funded the Stockton & Darlington Railway in the mid- 
1820s and became a powerful group within the North Eastern Railway in the 
1850s. His conclusion is that Quakerism lent well-known advantages to two 
generations (Edward Pease and his two sons, Joseph and Henry) but in the third 
generation infused Sir Joseph Whitwell Pease with religious compassion in such 
a way as to prepare the firm for bankruptcy. If Kirby takes up Casson’s culture 
agendum, Mary Rose tackles Corley’s succession question. Taking Horrocks & 
Co., the Preston cotton spinners and manufacturers, as a case study, she shows 
that the family partnership was indeed constantly aware of the need to guard the 
succession. Planning for the succession was in fact part of the family-firm 
company culture which was organised to meet external threats (and sometimes 
to solve problems of internal integration). 

Two essays, by Robert Locke and Ken’ichi Yasumuro, offer differing views of 
the ways in which entrepreneurs have been produced. Locke compares 
American and Japanese methods. In America, managers are trained in post- 
graduate management schools (the best in the world) where for a long time 
theory was derived from natural science and engineering, with the deliberate 
aim of making it culture-free and universal. In comparison, the Japanese have 
trained their graduates inside the firm and insist on individuals having flexible 
skills, allowing the whole organisation a flexibility unknown ın the United States 
(or Britain) until recently. With global expansion, Japanese businesses realised 
that culture is not an obstacle but a route into overseas markets. So they have 
stressed the importance of learning foreign languages as the main way of 
discovering about foreign cultures and markets. 

Yasumuro, using case studies and some aggregated data covering the past 
century, sees engineers as alternatives to entrepreneurs in Japan. The engineer’s 
status in Japan is much higher than in the UK, and there are many more 
engineers in Japan. Career paths show that, in contrast to the UK, Japanese 
engineers did not stay with the R & D function. Instead they usually started as 
factory engineers, shifted to production management or R & D, possibly 
engaged in transferring technology abroad, and then moved into senior mana- 
gerial posts. This is intriguing, not least because it contradicts in some respects 
Locke’s thesis. 

There is much more in this volume on entrepreneurship in a diversity of 
industries: Oliver Westall on late nineteenth-century British general insurance, 
Jonathan Brown on agricultural engineering, John Singleton on warships and 
their weaponry before the First World War, V.N. Balasubramanyam on 1980s 
food and drink, Robert Read on eighteenth-century copper. Singleton and 
Brown slant theirs towards innovation, Westall and Read towards alternatives 
to the firm. Taken together, the essays comprise a volume that should find its 
way on to management as well as business history reading lists. 


Manchester Metropolitan University DAVID J, JEREMY 
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NOBUO KAWABE and BISUKE DAITO (eds.), Education and Training in the 
Development of Modern Corporations (Tokyo: University of Tokyo Press, 1993. 
Pp.xi + 243. Y6,800). 


This volume is the collected papers of the nineteenth Fuji Conference on 
Business History held in 1992. It follows the Anglo-Japanese conference at the 
LSE in 1988 on the same theme of education and training. These present papers 
and those edited by Howard Gospel of the earlier event accordingly comp- 
lement each other well. 

Eisuke Daito opens by highlighting three strategies of business training in 
Japan in the inter-war years. The service sector, notably department stores, 
took the highly educated, textile firms young women whom they attracted with 
domestic courses related to marriage while new technology manufactures 
emphasised apprentice schools. Akiko Chimoto reinforces this by examining the 
shift from public to private service among Japanese graduates. Before about 
1900 graduates strove to enter government service, but following Mitsui large 
companies regularly started hiring university men, a trend encouraged by econ- 
omic booms after 1905 and 1917 and a great increase of graduates in the 1920s. 
Shinji Sugayama’s study of Yamata Steel Co. likewise finds a remarkable 
increase in the educational levels of their workers between 1900 and 1914, while 
Hitachi in the 1920s laid great importance on recruiting from secondary techni- 
cal schools for the electrical industry. This went with the emergence of the 
‘Japanese employment system’ — high retention of workers, training, welfare 
programmes and pensions. 

Two of the most interesting papers deal with the influence of the ideas of F.W. 
Taylor on American and French education. Daniel Nelson shows how a univer- 
sity degree had become the preparation for a technical business career by the 
1880s. Initially engineering colleges introduced business studies, notably 
Pennsylvania under Hugo Dierner, a disciple of Taylor. Then business edu- 
cation arose as an entity in itself with accountancy replacing engineering as the 
dominant discipline. Outside the USA, France was one of the earliest countries 
to adopt Taylorism. Its shop-floor practicalities offered a challenge to the 
mathematical theoretical approach of the grandes écoles. Michelin arranged 
study trips to America for over 300 students of the Ecoles d’Application in the 
1920s to study Taylorism. The CNOF then established schools in Paris and Lille 
in the 1930s to teach scientific management. Professor Moutet’s paper recount- 
ing this is my favourite one in the collection. It is the one most deeply rooted in 
archival research and tells, to me, a fresh story. 

A clear psychological distinction emerges in the book between the optimistic 
papers of the Japanese and the more pessimistic approach of the English 
contributor. It was also evident at the 1988 conference. Robert Fitzgerald makes 
an interesting, well-read survey of education and training for industry and 
management from 1870 to the present. His conclusions are pretty consistently 
unfavourable. Firms before 1914 did not incorporate training and apprentice- 
ship was declining, British industry did not respond to the complex needs of 
managerial enterprise, training was not reflected in pay rewards, managers came 
from the ancient universities and few were trained in management, only 21 per 
cent of UK managers had degrees compared with 85 per cent in Japan and the 
USA in the 1980s. He condemns the lack of a training culture and lack of a 
radical reform of management education and training. Fitzgerald is criticisable 
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on points of detail and omission, but provides a well argued advocacy of one side 
of the case. His Japanese commentator Toru Yamamoto detects two underlying 
causes for this tale of decline — Britain’s early start with industrialisation in 
which education played little part and (shades of Wiener and Barnett) the 
gentlemanly non-commercial ethos of the public schools. An interesting view 
from a country whose own samurai class had been undermined by academic 
credentialism according to Sugayama. 

There are other valuable papers by Robert Locke contrasting American 
individualist with Japanese collectivist managerial styles. Peter Lundgren relates 
educational levels to occupations in Germany and gives pause to too-ardent 
Prussophiles who regard all German education as geared closely to industry. 
Goran Ahlstrom shows the growth of types of engineers in Sweden, which he 
convincingly sees as underlying Swedish industrial success. 

The book is essential reading for business and educational historians and, 
sponsored by the generous Taniguchi Foundation, is beautifully produced. 


University of East Anglia MICHAEL SANDERSON 


JOHN BREWER and ROY PORTER (eds.), Consumption and the World of Goods 
(London and New York: Routledge, 1993. Pp.xxi + 564. £75), 


Business historians should welcome the recent surge of interest in the history of 
consumption. For they, more than most, have grappled with — or at least 
recognised the importance of — the nature of consumer demand, the workings of 
the market, and the attractions of material goods. Accordingly, they may well 
turn with some alacrity to this giant of a book. For this volume, the first of three 
planned by the Clark Library and the Center for Seventeenth and Eighteenth 
Century Studies at the University of California at Los Angeles, runs to nearly 
600 pages, includes more than 80 illustrations, contains 25 contributions by a 
team of international scholars, and ranges from Britain to America, from France 
to India, from Japan to the Ukraine The result, so it is claimed, is ‘a new 
interpretation of the seventeenth and eighteenth centuries ... that shapes a 
new historical landscape based on the consumption of goods and services.’ 

Yet this collection, like so many emanating from conferences, varies widely in 
quality, originality and interest. Some of the contributions are thin, some raise 
issues that are not developed satisfactorily, and some seem to be based rather 
too closely upon previously published work Nonetheless, there is a great deal 
here to value. Some of the contributions are particularly stimulating. For 
example, Roy Porter takes the two meanings of consumption (as economic 
activity and as disease) as the starting point from which to develop a fascinating 
discussion of changing attitudes towards wealth, excess, and economic and 
physical health in eighteenth-century Britain. Other contributions, though geo- 
graphically restricted, raise issues of general significance. Thus Amanda Vickery 
uses the unusually well documented case of one east Lancashire gentlewoman, 
Elizabeth Shackleton, to mount a spirited, and surprisingly powerful, criticism 
of conventional views of eighteenth-century female consumption. C.Y. 
Ferdinand analyses the 50,000 or so advertisements carried between 1736 and 
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1770 in one newspaper, the Salisbury Journal, in order to examine the nature 
and growth of provincial consumption in eighteenth-century England. 

The most successful contributions, of course, are those that manage to 
combine originality of approach with empirical rigour. For instance, Carole 
Shammas provides a critical and sophisticated investigation of the changing 
demand for groceries and consumer durables in England and colonial America 
between 1550 and 1800. ‘There are demand shifts to explain,’ she concludes, 
‘but they are within the traditional consumption categories of food and durables’ 
(p.201). Jan de Vries is altogether more ambitious. His aim, he explains, is to 
bring together economic and cultural history, to ‘construct a “common house”, 
furnished with discussions of theory, evidence and methodology ... and 
equipped with a new conceptual framework of the household economy . . . that 
may someday allow the lion and the lamb to lie together, speaking amicably of 
demand curves and desire, of tastes and budget constraints’ (p.85). He suggests, 
most intriguingly, that the Industrial Revolution was preceded by what he calls 
the ‘industrious revolution’, a complex series of changes whereby ‘Households 
desiring to consume more market-distributed goods and services redeployed 
their productive assets, offering to the market more goods, more labour and 
more intensive labour’ (pp.114-15). 

Such contributions notwithstanding, this volume cannot be adjudged 
altogether successful. In all events, it is almost certainly too big, too wide- 
ranging — and too expensive — to meet the needs of business historians wishing to 
acquaint themselves more fully with the study of early modern consumption and 
material culture. In fact, as at least one other reviewer has remarked, the price 
of this volume is a reminder that the history of commodities has itself become a 
commodity. 


University of Wolverhampton JOHN BENSON 


RICHARD S. TEDLOW and GEOFFREY JONES (eds.), The Rise and Fall of Mass 
Marketing (London: Routledge, 1993. Pp.239. £35). 


What is marketing, how important is it and how does it relate to changes in 
production and society over time, place and product? These are questions which 
The Rise and Fall of Mass Marketing seeks to address. As the editors point out, 
this collection of conference papers on marketing does not attempt to provide 
any consensus definition; rather the emphasis is more on diversity both in 
methodology, product mix and meaning. The result is a stimulating collection of 
studies ranging over time and geographical location which demonstrate that 
although marketing has embraced many different concepts over time, it consti- 
tutes a vital part of our understanding of the competitive behaviour of firms in a 
variety of markets. 

The starting point is Tedlow’s schema of marketing history in the United 
States from the mid-nineteenth century to the present day, which identifies 
distinct phases in the development and role of marketing: fragmentation prior to 
the 1880s, unification from the 1880s to the 1950s and segmentation from the 
1950s to the present. In each case, the phases are linked to socio-cultural and 
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demographic change as well as developments in American infrastructure and 
production technology and processes. Subsequent chapters apply the Tedlow 
model to non-American markets and, not surprisingly, demonstrate that a 
marketing framework based on the growth of mass production for mass markets 
is not always appropriate elsewhere. 

The chapters contained in this volume are important not only for the empiri- 
cal testing of the Tedlow model! but in their individual and unique contributions 
to our understanding of the interrelationship between demand and supply side 
factors in the growth of demand for a wide range of goods. Church on motor 
cars pror to 1950s, Sparks on food retailing in the 1960s, Morgan and Moss on 
Scotch whisky, Tweedale on computers, Ackrill on banking and Whitwell on 
international wheat marketing all in different ways underline the key role played 
by marketing and, in so doing, provide fresh insights into our approach to the 
determinants of and constraints on market growth and industrial performance. 
The diversity of approaches to marketing adopted in these chapters widens the 
agenda for research on firm conduct over time and adds new dimensions to 
explorations of the role of the entrepreneur. The concluding chapters by 
Yasumuro moves away from the Tedlow model and traces the transition to 
flexible production and adaptable marketing in Japan in the post-war period and 
questions the limits to and risks in the unlimited proliferation of product 
diversity. Production and marketing for consumer diversity has its costs as well 
as its more noted benefits. 

In this connection, the theoretical perspectives offered by Casson and Corley 
open up new dimensions for business history. Casson’s chapter on ‘The 
Economic Theory of Marketing’, with its analysis of the key aspects, comple- 
mentarity and applications of marketing widens the agenda for business history 
in the future. The Rise and Fall of Mass Marketing demonstrates, in Casson’s 
words, that there is now an extensive research agenda ‘which calls for both the 
reinterpretation of existing secondary sources and for new primary sources to be 
investigated’ (p.203). This volume provides the first essential and stimulating 
step on that road. 


University of Leeds SUE BOWDEN 


JAMES TAGGART, The World Pharmaceutical Industry (London and New York: 
Routledge, 1993. Pp.xx + 471. £60). 


One of the most successful industries in recent years has been the pharmaceuti- 
cal industry. Even though most of the largest pharmaceutical firms are old firms 
founded in the nineteenth century or at the beginning of the twentieth, the 
industry is a relatively new field to business historians. However, in recent years 
important studies have been done by historians such as Jonathan Liebenau, 
Louis Galambos on Merck, Geoffrey Tweedale on Allen & Hanburys, and 
Richard P.T. Davenport-Hines and Judy Slinn on Glaxo. During the next few 
years books on the later history of Glaxo as well as the Norwegian company 
Nycomed will appear. 

James Taggart’s book covers the world pharmaceutical industry. The study 
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looks at the operations of the industry and lays particular emphasis on strategy, 
with Michael Porter’s work providing an influential theoretical framework. 
Based on theoretical and empirical studies on selected firms, in the American, as 
well as the British, European, and Japanese markets, Taggart also gives some 
predictions for the future. He suggests some strategies for the largest inter- 
national pharmaceutical firms in a way that will impress a business historian. 

. The question is whether the book is useful to business historians. Taggart’s 
purpose with the first three of the ten chapters is to give a historical and 
conceptual framework within which the pharmaceutical industry has operated. 
Readers expecting a long historical introduction will be disappointed. The book 
concentrates more on theory than on history. Taggart does, however, introduce 
his case studies on firms like Merck, Glaxo, Wellcome and Astra with an 
historical introduction. Although historians with less knowledge on the pharma- 
ceutical industry will find some useful information, Taggart’s historical introduc- 
tions lack references to historical sources and literature which could have given 
the readers advice on further studies. 

The growth of the international pharmaceutical industry has been impressive 
during the 1970s and 1980s. Processes being developed in these decades have to 
be studied by business and technology historians interested in research and 
development. To them, Taggart’s book will no doubt be extremely useful. His 
discussions are based on an impressive collection of inside information and 
statistical data on the development of the pharmaceutical industry in general, as 
well as the largest firms during these two decades. The statistical series also 
cover changes in the market, and in this way the book is a pioneer work. 

Taggart’s empirical findings are, however, put into a theoretical framework in 
a way that most historians are unfamiliar with. It may be argued that his broad 
perspectives, and his attempt to find some superior explanations for the success 
of pharmaceutical firms, leave some questions unanswered. The success of the 
British pharmaceutical industry still needs further study. The book may, how- 
ever, stimulate and challenge those who are interested in undertaking such a 
study. 


Norwegian School of Management ROLV PETTER AMDAM 


WILLIAM LAZONICK, Organization and Technology in Capitalist Development 
(Aldershot, Hants. & Brookfield, Vermont: Edward Elgar, 1992. Pp.xvii + 290. 
£45). 


This is a timely and useful collection of Professor Lazonick’s principal articles on 
those related themes in economic history to which he has devoted his consider- 
able scholarly abilities and his stimulating search for originality. Admittedly, the 
broader analytical and empirical issues involved in his comparison of efficiency 
and growth in American, British and Japanese firms have been separately 
published as Competitive Advantage on the Shop Floor (1990) and Business 
Organization and the Myth of the Market Economy (1991). However, the 
present book, by bringing together his pioneering studies of the British cotton 
industry, the organisation of labour and institutions in industrial firms under 
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capitalism, the nature of ‘managerial capitalism’, and the bases of productivity 
change in the USA and Britain, offers a substantial perspective on a much cited 
corpus of academic work. 

There can be no doubt about the influence that this work has exercised. In 
some respects (notably in relation to the presumed defects of the British cotton 
industry), parts of Lazonick’s earlier conclusions have proved vulnerable to 
persuasive specialist criticism. Yet he has proved a resilient polemicist, and one 
who is always prepared to undertake more research and extend the range and 
subtlety of his argument. Certainly, he has carved an important niche by 
emphasising the potential influence of institutional structures (as measured by 
job control, managerial hierarchies, the corporate respective influence of famil- 
ies and professional managers, the degree of integration of processes) on 
economic performance. Beyond this, too, his argument that economic growth 
and success or failure could best be explained by a dynamic analysis which 
transcended the assumptions of decisions constrained by existing market forces, 
is undoubtedly of great potential. 

In the last resort, however, the explicit results of this considerable effort, 
although distinctive and significant, are not perhaps as fruitful as Lazonick 
assumes. The determinants of success in the cotton industry turned out to be 
more complex than originally supposed; Chandlers concept of managerial 
capitalism may be threatened by criticisms of circularity or ethnocentricity; and 
the quest for a dynamic theory of capitalist change, while enormously stimu- 
lating and provocative, has not yet produced a strong and satisfactory explana- 
tory framework. 

However, all this is to judge Lazonick’s work by the highest standards, and is 
therefore itself an indication of its potential. His tendency to self-consciousness 
may verge on the pretentious, and it is perhaps premature as well as over- 
ambitious to refer, as he does, to ‘my larger project of constructing a historically 
relevant theory of capitalist development’, but he deserves every credit for 
taking business and economic history seriously, and for using both disciplines in 
the cause of a broader understanding 


The Leverhulme Trust BARRY SUPPLE 


PETER J BUCKLEY and MARK CasSON (eds.), Multinational Enterprises in the 
World Economy: Essays in Honour of John Dunning (Aldershot: Edward 
Elgar, 1992. Pp.xix + 282. £45). 


John Dunning has been a leader in the study of international business for many 
years, and this collection of 12 original essays by leading scholars represents a 
tribute to him upon his retirement from the University of Reading. The essays 
treat a variety of themes in international business, both theoretical and empiri- 
cal, and all draw their inspiration in some measure from Dunning’s pioneering 
work. 

The introductory essay, by his colleague Tony Corley, outlines the develop- 
ment of Dunning’s ideas. His early mentor was G.C. Allen, and it was research 
conducted under Allen that ultimately led in 1958 to the publication of 
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Dunning’s first influential work, American Investment in British Manufacturing 
Industry. This set the agenda for much subsequent research into international 
business. In 1976 Dunning formulated his famous ‘eclectic paradigm’ in which 
he drew attention to the importance of ownership, location and internalisation 
advantages in determining the direction and extent of foreign direct investment. 
Subsequent challenges and refinements to the OLI paradigm are dealt with 
admirably by Corley. 

A comprehensive survey of the more recent literature explaining FDI is 
provided by Jeremy Clegg. Locational, firm and industry-specific hypotheses are 
all dealt with, together with the results of some empirical testing. He concludes 
that although internalisation theory provides a unifying theme, we are still a 
long way from an integrated theoretical account of FDI. John Cantwell concen- 
trates more narrowly on the effects of international production on technological 
competitiveness and the way in which technology imported by multinationals 
impacts on the competitiveness of focal firms and the countries involved. He also 
comments on the emergence of the intra-firm international division of labour 
with the MNE’s role as a mini-capital market being extended to the market for 
innovation. 

The importance of MNEs as an agency for R & D and the transfer of 
technology is dealt with in other essays. One, by Robert Pearce, surveys the 
nature of R & D in the foreign laboratories of leading MNEs. He provides 
further empirical support for Cantwell, that internalisation does enable multi- 
nationals to exploit country-specific advantages in R & D, with laboratories in 
host countries not only providing product support but also developing new 
products for world markets when appropriate. Diane Hutchinson and Stephen 
Nicholas look at technology transfer and the internationalisation of Australian 
manufacturing industry in the 1980s. Although the firms surveyed were not 
particularly export oriented, respondents regarded internationalisation as an 
important goal, and imported significant amounts of technology. Intra-firm 
technology transfer by MNEs were nevertheless more productive of internatio- 
nalisation than inter-firm transfers, suggesting that government policies that do 
not differentiate between various forms of technology transfer are inadequate. 

Donald Lecraw investigates the characteristics of 24 MNEs trading into and 
out of Indonesia between 1986 and 1990 in order to gain a better understanding 
of Third World MNEs. He concludes that Indonesian MNEs engaging in trade- 
enhacing FDI generally performed better than those that pursued market 
development strategies, their ability to gain firm-specific advantages in tech- 
nology, distribution and management enabling them to reduce costs, improve 
quality and overcome barriers they had hitherto faced as exporters. In this 
respect they are dissimilar to other MNEs which already possess these FSAs and 
who generally engaged in FDI to access cheaper factors of production. 

MNEs in the service sector is the subject of essays by Peter Enderwick and 
Geoffrey Jones. Enderwick provides a framework with which to analyse the 
economies of scale and scope present in trade in services. Five service character- 
istics are identified: intangibility, inseparability, heterogeneity, variability and 
regulation, each of which give rise to particular problems but also offers 
considerable economies of scale and scope in their solution. These can be 
captured by large corporations, although the nature of the service frequently 
entails internationalisation. Big is not always beautiful, however, as the caution- 
ary tale of Saatchi & Saatchi makes clear, and franchising may be a preferred 
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option in certain circumstances. That international trade in services is nothing 
new is a point well made by Geoffrey Jones who examines British multinational 
banking strategies since the nineteenth century. Jones uses Dunning’s eclectic 
paradigm to demonstrate how ownership, location and internalisation advan- 
tages help to explain the successful British penetration of Australasian and 
South African markets in the nineteenth century. These advantages did not last, 
however because of the inability of British banks to adjust their culture and 
organisation in line with the times resulting in a loss of market share in old 
colonial markets and a failure to grasp opportunities in new global ones 

The volume contains three essentially theoretical contributions. The first, by 
Peter Gray, attempts to come to grips with the growing internationalisation of 
production by incorporating firm and industry level attributes as well as national 
characteristics into a model of international trade. The interdependence of costs 
and demand ıs captured in a four-good, two-factor, two-country construct, 
although the author admits that the prospect of dynamising the model to capture 
the effects of technology transfer and the development of management skills is 
somewhat daunting. Edward Graham explores the effects of government restric- 
tions on inward FDI upon producers, consumer and national incomes. He 
concludes that, whilst a restriction on inward FDI will result in global welfare 
losses, gain are likely to be limited to the large firms of the country imposing the 
restrictions. Whether a policy restricting inward FDI will ultimately result in 
a net benefit to a country seems doubtful, although Graham seems to indicate 
that the matter is one for empirical investigation rather than theoretical specu- 
lation. Alan Rugman and Alain Verbeke also address policy issues, suggesting 
that MNEs should develop firm-specific advantages in government lobbying so 
that they might influence trade and industrial policies in their favour and in so 
doing create a new operating environment and fresh set of country-specific 
advantages. Protectionism need not necessarily result, as a brief study of the 
Canada-US Free Trade Agreement shows. 

The editors conclude with an essay that looks at the capacity of MNEs to cope 
with the increasing pace and diversity of technical change. They suggest that the 
dichotomy between scientific and managerial staff and problems of internal 
communication tends to slow innovation in MNEs. Attempts to improve infor- 
mation flows and increase flexibility through job rotation, strategic business 
units and world product mandates have so far proved of limited help. What is 
required is a more decentralised structure, drawing on the best of national 
cultures to develop a corporate culture that empowers individual managers, 
encourages their entrepreneurial propensities, and co-ordinates their actions. 

Business historians will find this an informative and thought-provoking vol- 
ume although some of the contributions, tightly argued, rich in technical terms 
and offering a mass of hypotheses and data, should be read in the morning and 
not at night! The essay by Corley, the survey by Clegg, and Enderwick’s 
contribution on services should prove particularly useful to students and other 
new entrants to the subject. Geoffrey Jones’ essay is also of interest, not only for 
what he says, but the way in which he has used Dunning’s eclectic paradigm to 
probe the strengths and weaknesses of British multinational banks. There is 
much of value in the remaining essays and together they indicate the profound 
influence of John Dunning in the study of international business. 


University of Auckland S R.H. JONES 
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PETER J. BUCKLEY and PERVEZ GHAURI, The Internationalization of the Firm: A 
Reader (London: Academic Press, 1993. Pp.xxi + 371. £16.95 pb). 


The last two decades have seen the emergence of a substantial body of litera- 
ture, both theoretical and empirical, on the development, organisation and 
structure of multinational enterprises (MNEs). This volume of 24 readings is the 
first attempt, apart from the Elgar Series of Critical Writings, to bring together 
selected highlights of this burgeoning literature. The intention here is not purely 
to provide a scholarly collection of papers, several of which have not previously 
been generally available, but also to offer a structured and accessible introduc- 
tory text on the MNE and the internationalisation of the firm. 

The editors have grouped the readings into five distinct sections. The first 
section, ‘antecedents’, begins with Vernon’s classic 1966 paper on the product 
cycle, originally developed to explain the interaction between the location of 
innovation, trade and the internationalisation of production. The other papers, 
by Buckley and Casson, Johanson and Wiedersheim-Paul, and Johanson and 
Vahnle, are indicative of the divergence which developed in the 1970s between 
transaction cost interpretations of the MNE and more organic explanations 
resulting from case study analyses of (small) Swedish MNEs. The section on 
‘Methods of Foreign Market Servicing’ comprises five empirical studies, two of 
which are devoted to market entry and success in Japan, and Harrigan’s 1984 
paper on joint venture strategies. Of particular interest is Welch’s previously 
unpublished 1981 work on outward licensing by Australian firms, which looks at 
their objectives, methods and timing. The most satisfying of the five readings in 
‘the Internationalization Process’ is that of Welch and Luostarinen which pro- 
vides a useful overview of the key debates and concepts, particularly the issue of 
whether there is an identifiable sequence of stages in this process. The four 
readings in ‘organizing the Multinational Firm’ are concerned with the relation- 
ship between MNE structure and strategy although there appears to be little 
acknowledgement of Alfred Chandler’s pioneering work on the subject. In the 
sole empirical study, Ghauri attempts to explain the evolving structure of 
Swedish MNEs using a network approach. The regional theme is continued in 
the five papers in the final section, ‘Scandinavian Applications’, which are 
devoted to both theoretical and empirical studies. 

The strong Scandinavian emphasis of this volume may come as some surprise 
to readers new to the literature in this area. Over the last two decades, there has 
been a steady stream of papers on the MNE and internationalisation emanating 
from the University of Uppsala in Sweden. The inclusion of a strong 
Scandinavian perspective here is significant for two reasons: its concentration 
upon the strategic behaviour of relatively small MNEs has generated original 
insights; and it draws attention to a previously relatively neglected body of 
research. The extent to which The Internationalization of the Firm succeeds in 
achieving its principal objective as an entrée to the literature on the MNE and 
international business, however, is not completely clear-cut. The 24 readings 
have substantial breadth in the range of material that is covered and several are 
themselves literature reviews. On the down-side, apart from the papers by 
Vernon, and Buckley and Casson, few fundamental theoretical contributions 
are included, while it is hard to justify the inclusion of several papers, notably 
most of Section 3. With judicious selection of the appropriate readings there- 
fore, this volume of readings is likely to be of great assistance as a supporting 


140 BUSINESS HISTORY 


student text. For the business historian, whether or not familiar with the 
literature, this book compares unfavourably with the two Elgar collections, The 
Growth of Multinationals (edited by Wilkins) and Multinational Enterprise 
(edited by Casson). To the extent that it was not intended to be a collection of 
seminal papers, this is an unfair comparison. The Internationalization of the 
Firm is useful however, in that it covers a wide range of topics and includes 
several papers of interest which were previously unpublished or unavailable, 
notably Welsh on Australian licensing, together with several empirical studies, 
many with a distinct Scandinavian perspective. 


University of Lancaster ROBERT READ 


JOHN H. DUNNING, Multinational Enterprises and the Global Economy (Wok- 
ingham: Addison-Wesley, 1992. Pp.xvi + 687. £34.95). 


The doyen of international, as well as British, scholars engaged in the study of 
the multinational enterprise (MNE), John Dunning has now produced his 
magnum opus. Running to over 400,000 words, it is claimed to be the most 
comprehensive and far-reaching study ever published on the interaction be- 
tween firms’ overseas activities and the countries — both home and host — in 
which they operate. His theoretical work is of value to business historians in that 
he sets out an eclectic — or non-dogmatic — framework of international pro- 
duction, which he applies to the real world of time. That framework specifies the 
ownership, locational and internalisation advantages which prompt an entrepre- 
neur to venture overseas, thus assisting business historians as they research into 
a given firm’s, or group of firms’, international involvement. 

Dunning’s impressive output of empirical studies has been enriched by a deep 
feeling for the perspective of history. The opening chapter of his first book, 
American Investment in British Manufacturing Industry (1958, reviewed in 
Volume I of Business History), gave a noteworthy account of the background to 
the ‘American invasion’ of Britain, the more so considering the patchy infor- 
mation available at that time. His latest book thus distils more than a generation 
of research with a nice mixture of analysis and application. The five parts cover 
his principal themes in a logical and leisurely way. 

An introductory section, on ‘Facts, Theory and History’, is followed by Part 2 
on the creation, growth strategies and internal organisation of the MNE. Part 3 
discusses the effects of MNEs’ activities on, for example, technical progress, 
employment and the balance of payments, while Part 4 explores the policies 
which individual governments and supranational bodies should pursue as coun- 
tervailing forces to over-mighty MNEs. The concluding Part 5 forecasts the role 
of MNEs in the emerging global economy, dominated by a ‘triad’ of huge 
trading blocs, namely Europe, Japan and North America, which between them 
currently account for a staggering 75 per cent of the world’s output and trade, 
and their companies for some 90 per cent of all international production. 

The main ‘historical excursion’, in Chapter 5 of Part I, is the most disappoint- 
ing section of the whole book, mainly because it shows up how much more 
systematic research is needed in this area. Dunning covers the usual sequence 
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from the colonisers and merchant capitalists, to the forerunners, including 
expatriate investors, and then outlines the technological and organisational 
advances which permitted the emergence of the modern MNE. This survey 
parallels the five stages in the growth of the world economy, which he sets out in 
Chapter 22. All too often, he has to be content with one or a few illustrative 
examples, which may or may not have been representative, and partial quanti- 
tative data which could do with an overhaul. Even as orders of magnitude, such 
data can often be illuminating, and his own valuable estimates of the global 
stock of foreign direct investment in 1914, 1938 and 1960, by both home and 
host country, should surely be reworked (Tables 5.1, 5.2 and the associated 2.2 
all contain minor but irritating errors). It is to be hoped that when this magister- 
ial work of Dunning’s comes to be revised, our knowledge of the past of this 
subject will have become less impressionistic and based on firmer ground. 


Unversity of Reading T.A.B. CORLEY 
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Abstracts 


Learning to Multiply: The Property Market and the Growth of Multiple 
Retailing in Britain, 1919-39, by Peter Scott 


The article examines the links between the rapid expansion of multiple 
retailing in Britain during the inter-war period and the growth of an 
investment market in High Street shops. The funding opportunities 
offered by the commercial property market, together with the associ- 
ated development of market intermediaries, were important factors 
behind the rapid growth of large-scale retailing during the inter-war 
years. Property-based finance allowed multiple retailers to achieve very 
high rates of growth, as a result of multiplier effects which were inherent 
in such finance. These effects are demonstrated using case studies of the 
inter-war expansion of Montague Burton Ltd and Marks & Spencer, 
and a model of corporate growth. 


British Employers and Education Policy, 1935-45: A Decade of ‘Missed 
Opportunities’? by Keith Burgess 


The purpose of this paper is to reassess the attitudes of British 
employers towards education policy during the period 1935-45. This 
decade has often been seen as one of ‘missed opportunities’ to recon- 
struct educational provision in response to the economy’s changing skill 
requirements. Yet, contrary to much received wisdom, the findings of 
this research indicate that this was not the result of an entrenched anti- 
technology and anti-business bias among ministers and civil servants. It 
is argued that the government was sensitive to the views of employers 
but the latter failed to present a case for fundamental educational 
reform, despite the propaganda of a minority of ‘progressive’ firms 
active in the British Association for Commercial and Industrial 
Education. This is attributed, in part, to the way employers articulated 
their conception of educational ‘quality’, which paid insufficient atten- 
tion to a knowledge of the principles of production processes. The latter 
was not only an outcome of the long-term influence of the division in 
Britain between employers and the professional middle class, which 
made the former sceptical of formal educational qualifications, but also 
reflected their lack of conviction that such qualifications promised more 
suitable training than workplace experience. 
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Origins, Growth and Concentration of Bank Capital in South Africa, 
1860-92, by Stuart Jones 


This article quantifies the growth of banking capital and reserves in 
South Africa from the time of the arrival of the first London-based 
banks in 1860 to their total dominance of banking in the Cape Colony in 
1892. Their better management was responsible for this development. 
Outside the Cape, in Natal and in the Orange Free State, local banks, 
favoured by their respective governments, continued to exist; but their 
capital was only a fraction of that employed in the Cape Colony. There 
was no local bank in the Transvaal before the discovery of gold in 1886. 
The rapid economic development triggered by the discovery of the 
Witwatersrand gold then enabled Kruger’s goverment to set up a local 
bank in the Transvaal, though he was forced to rely on overseas capital 
to make it viable. At no time, however, did the bulk of the banking 
capital in South Africa come from overseas. Before 1870 it originated in 
the Cape Colony: after 1870 it came more and more from reserves of the 
imperial banks, which had been earned in the Cape, supplemented by 
share exchanges when local banks were taken over. 


Afrikaner Nationalism, Anglo American and Iscor: The Formation of 
the Highveld Steel & Vanadium Corporation, 1960—70, by Tim Cross 


The article is concerned with the history of the South African steel 
industry in the 1960s. It provides an account of Anglo American’s 
formation of the Highveld Steel & Vanadium Corporation which chal- 
lenged the dominant position of the public enterprise, the South African 
Iron & Steel Corporation (Iscor). The article examines the interaction 
between the incumbent firm and the entrant’s parent company. It argues 
that the dynamics and the resulting collusive alliance, also encompassing 
the South African interests of the British Steel Corporation, can only be 
understood if they are placed within a South African political context. 
In particular it is argued that the politics of Afrikaner nationalism was 
crucial in shaping Iscor’s response to Anglo and consequently the 
structure of the ownership of the South African steel and engineering 
industry. The alliance which took the form of a company called the 
International Pipes & Steel Investment South Africa (Ipsa) defined the 
control of the steel and engineering industry for roughly the next ten 
years. 


' Learning to Multiply: The Property Market 
and the Growth of Multiple Retailing 
in Britain, 1919-39 


PETER SCOTT 
University of Portsmouth 


The inter-war years saw a dramatic expansion of multiple retailing in 
Britain’s high streets. Some of this country’s best known retailers, such 
as Marks & Spencer, Montague Burton, and Woolworth’s, became 
household names during this period, while local retailers almost dis- 
appeared from the High Street, being replaced by such names as 
Sainsbury, Price’s Fifty Shilling Tailors, J. Lyons & Co., Boots, Finlays, 
Liptons, Meakers, Barratts, Home & Colonial, Tesco, Scotch Wool & 
Hosiery Stores, Great Universal Stores, Dolcis, Trueform, J.H. 
Dewhurst, Maypole Dairy, and British Home Stores. 

An important factor in this transition was the development of an 
investment market for shops let to, multiple retailers, which provided 
much of the finance for the rapid growth of the leading multiples. 
Multiplier effects associated with this type of finance enabled retailers to 
achieve very rapid rates of growth, at lower cost than would have been 
possible via alternative sources of funds. This article examines these 
trends, with reference to two of Britain’s most important and rapidly 
expanding multiple retailers during this period, Montague Burton and 
Marks & Spencer. 


Ii 


The growth of multiple retailing had become significant by the 1880s, 
but it was during the inter-war period that the multiples came to 
dominate urban retailing in Britain. In 1920, multiple chains accounted 
for between seven and ten per cent of the value of all retail sales; by 
1939 this had increased to between 18 and 19.5 per cent, as is shown in 
Table 1. The other forms of large-scale retailing, Co-operative Societies 
and department stores, also experienced substantial growth in turn- 
over,! their growth, together with that of the multiples, occurring at the 
expense of the independent local trader. By 1939, large-scale retailers 
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. TABLE 1 
PROPORTION OF TOTAL RETAIL SALES UNDERTAKEN BY MULTIPLE RETAILERS, 

1920-39 

Year Per Cent 

1920 7.0-10.0 

1925 9.5-11.5 

1930 12.0-14.0 

1935 14.0-17.0 

1940 18.0-19.5 


Source: J.B. Jefferys, Retail Trading in Britain, 1900-1950 (Cambridge, 1954), p.72. 
These figures do not include sales by department stores and Co-operative Societies 


accounted for 33 to 36 per cent of all retail sales.? However their 
influence on town-centre High Street trading was much greater; by the 
end of the 1930s there were very few good High Street shopping pitches 
which were not occupied by multiple retailers, department stores or 


Co-operative Societies.’ 


The average net- annual increase in the number of branches of mul- 
tiple traders with 25 or more branches, over the period 1876-1950, is 
shown in Table 2. Measuring the expansion of multiple retailing in this 


TABLE 2 


AVERAGE ANNUAL NET INCREASE IN NUMBER OF BRANCHES OF MULTIPLE 
RETAILERS WITH 25 OR MORE BRANCHES, 1876-1950 


1876-1880 
1881-1885 
1886-1890 
1891-1895 
1896-1900 
1901-1905 
1906-1910 
1911-1915 
1916-1920 
1921-1925 
1926-1930 
1931-1935 
1936-1939 


1,120 





Source: J.B. Jefferys, Retail Trading ın Britain, 1900-1950 (Cambridge, 1954), pp.22 


and 63. 
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way underestimates the acceleration in the growth of this sector during 
the inter-war years, however, as some multiples were acquiring property 
adjacent to their existing branches in order to increase the size of those 
branches, in addition to adding to their branch network.* This was 
particularly true of the ‘variety chain stores’, such as Woolworths, 
Marks & Spencer, and British Home Stores, which experienced very 
rapid growth during this period; by 1938 the average employment per 
variety chain store branch was over seven times the average for all other 
multiple traders." 

There were a number of reasons behind the rapid growth of multiple 
retailing during the inter-war years. Most of these represented a con- 
tinuation of trends which had become apparent before 1914, such as the 
growth of nationally advertised, branded goods; changing patterns of 
demand; economies of scale with regard to the expansion of average 
shop sizes;” and other scale economies, particularly in purchasing and 
transport, that could be gained from large-scale organisation in the 
retailing industry. A further important factor behind the pace of these 
trends, however, which has not been emphasised in previous accounts of 
the growth of large-scale retailing in Britain, was the development of a 
commercial property investment market which placed a premium value 
on High Street property occupied by well-known multiple retailers, and 
allowed the multiples to use then property assets as a major source of 
expansion finance. 


WI 


Although a limited institutional investment market in urban property 
had emerged during the late nineteenth century, it was not until the 
inter-war period that property came to be viewed by a few of the most 
progressive financial institutions as a significant outlet for funds. It was 
during these years that many basic features of Britain’s modern property 
investment market emerged, including the growth of market inter- 
mediaries covering the national property market, the ‘securitisation’ of 
investment property, and the development of funding links between the 
financial institutions and property developers. 

For institutions to be prepared to invest substantially in the property 
market, five conditions had to be met: 


(1) A substantial number of commercial property transactions, provid- 
ing a steady stream of investment opportunities. 

(2) The growth of an efficient and integrated property investment 
market, covering the geographical area in which the investments 
were situated. 
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(3) The development of a ‘scarcity premium’ for particular properties, 
increasing the proportion of a property’s value which results from 
its location and therefore giving it a high value and marketability, 
relative to other property, which extends beyond the life of both 
the tenancy and the present building, capital appreciation for the 
site counteracting depreciation of the building. 

(4) The development of a financial climate in which commercial enter- 
prises had considerable incentives to rent, rather than own, their 
business premises, or to dispose of some property rights to their 
premises in return for an immediate capital sum. 

(5) The emergence of a significant differential between the perform- 
ance of property and alternative assets, the rate of return on 
investment property being sufficiently higher than that for other 
investment media to overcome its inherent disadvantages of lack of 
marketability, uncertainty of value, indivisibility and higher man- 
agement costs. 


The first four factors might be regarded as vital, or at least extremely 
important, preconditions, while the fifth is a necessary condition for 
investment to take place in a market where conditions 14 have been 
largely met. Prior to 1914, while conditions 1, 2, and 4 were met in at 
least one sector of the property market, the City office market, con- 
ditions 3 and 5 were not fulfilled. From the mid-nineteenth century to 
1914 the City’s office stock grew faster than the demand for new office 
accommodation, leading to depreciation, rather than appreciation, for 
properties built in the 1860s. This, in turn, resulted in the rate of return 
on City offices being unattractive compared to alternative assets with 
similar risk, as is shown by the relatively poor dividends of City-based 
office property-holding companies such as City Offices Ltd.® More 
substantial profits were generally derived from urban property only 
through development activity of a more speculative nature, which in- 
volved a greater degree of risk than insurance companies were prepared 
to incur. 

The rise of the multiple retailers led to the development of a new 
category of investment property during the inter-war period, High 
Street multiple stores, which met all of the first four conditions. The 
fifth condition was fulfilled to some extent during the 1920s, though it 
was during the 1930s that cheap money led to a significant switch from 
gilts and mortgages to property. 

The rapid growth of multiple retailing led to the fulfilment of con- 
dition one. Condition two was met as a result of the emergence of a 
group of nationally based commercial estate agents. As the major 
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multiples operated on a national scale, they required nationwide prop- 
erty market intermediaries. However, until the end of the nineteenth 
century, estate agency was an extremely localised industry. A group of 
commercial estate agents based around Maddox Street in the West End 
of London stepped into this void, providing a range of specialist services 
to the new multiple retailers. The largest of these agencies, such as 
Healey & Baker and Hillier, Parker, May & Rowden, assembled re- 
cords on the shopping centres of every significant town in Britain; rather 
than having to travel throughout the country in search of suitable sites 
for new shops, retailers now had only to visit a small area of London to 
gather information on premises available throughout the country.’ 

The commercial estate agents also developed contacts with the finan- 
cial institutions, advising them on property investment and providing 
the vital link between the institutional investors and the multiple 
retailers. Investment property lacked a central market, unlike stock 
exchange securities; the West End estate agents, via their links with the 
multiple retailers, property investors, and other agents in the property 
market such as developers and speculators, went a long way towards 
providing one. The national market for one category of property, High 
Street shops, had gained a degree of centralisation it had never hitherto 
enjoyed. 

Condition three was met as a result of two related trends associated 
with the growth of the multiple retailers, the concentration of retailing 
activity in ‘prime’ High Street shopping centres, and the rise in property 
values for shops in these central areas, especially if they were occupied 
by multiple traders. The influence of the ‘multiple revolution’ on prop- 
erty values was noted by the commercial estate agents Hillier, Parker, 
May & Rowden as early as 1921, its annual report on conditions in the 
property market noting that ‘the tendency throughout the country 
continues for trade to concentrate in the recognised centres, and in 
these spots values are consequently increasing’.! 

This concentration of trade in High Street areas had an adverse effect 
on rents and values for shop property in less central shopping pitches, 
which were made increasingly peripheral by these trends. As the report 
of estate agents John D. Wood and Co. for the year 1936 stated, ‘The 
“multiple” concerns can gradually command a monopoly of the likeliest 
shopping positions, and, as those concerns crowd out the old- 
established resident shopkeepers, the rental value of less favoured 
positions declines’. 

In addition to the concentration of retailing activity in prime High 
Street areas, the very spread of the multiple retailers increased the 
attractiveness to investors of the properties they occupied. Occupation 


6 BUSINESS HISTORY 


by a multiple retailer was viewed by investors as an important factor 
enhancing the value of a shop. There were two reasons for this. Firstly 
rental income was seen as being more secure if it was backed by the 
resources of a large business organisation. Secondly occupation by, or 
proximity to, one of the leading multiple retailers, such as Marks & 
Spencer, Woolworths, Montague Burton, or Boots, enhanced shop 
values, since these stores were able to draw an increased number of 
people to the immediate area in which they located. As a result, 
retailers were very particular with regard to location, for example 
Woolworths, Marks & Spencer, and Burton would often locate along- 
side, or close to, each other, sometimes engaging in joint store develop- 
ment projects. 

The effect of occupation by a multiple retailer on shop values can be 
illustrated by the following example, given by R.M. Lester in a contem- 
porary textbook for property investors.!* Lester stated that while a well- 
located shop occupied by a local trader might be purchased to yield five 
per cent, the same shop let to a leading multiple would yield only 4% per 
cent and, if it was in possession of a multiple of the stature of 
Woolworths the yield would be as low as four per cent. This had an 
important effect on property values: 


assume shop A to be let to Woolworth’s at £800 per annum net, 
and that the market price obtainable is £20,000 freehold, namely 
25 years’ purchase. Shop B is exactly similar in every respect, but 
is let to Mr X, a private trader, at £550 per annum. The market 
price of his shop is found to be £11,000, i.e. 20 years’ purchase.? 


Even if Woolworths paid the same rent for the shop as the private trader 
the higher years’ purchase" figure by which it was valued as an invest- 
ment meant that occupation by Woolworths would result in a capital 
appreciation of 25 per cent. 

Condition four, the development of a financial climate in which 
commercial enterprises had considerable incentives to rent, rather than 
own, their business premises, or to dispose of some property rights to 
their premises in return for an immediate capital sum, was fulfilled as 
the result of the financial advantages which multiple retailers could 
accrue from disposing of property rights in their stores to the financial 
institutions and other investors. In his classic study of the growth of 
retailing in Britain during the century after 1850, J.B. Jefferys noted 
that: 


The trend in the inter-war years towards main-street shopping sites 
with large and costly shop premises gave the multiple shop 
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retailers a great advantage over the small-scale retailer in that the 
former were able to raise the capital for the development of such 
sites with greater ease.) 


However, it was the opportunities for corporate finance which resulted 
from that concentration of retailing activity which gave the multiple 
retailers their most important financial advantage, enabling them not 
only to out-bid independent traders for sites and develop large, expen- 

. sive premises, but also to achieve extremely rapid rates of growth using 
property-based finance, as is discussed below. 

Despite these trends, it was not until the 1930s that the proportion of 
insurance company funds invested in property began to rise signifi- 
cantly. The contrast between insurance company property investment in 
the 1920s and in the 1930s is striking; the average net flow of insurance 
company funds to this sector, as a proportion of total new insurance 
company assets, amounted to only 0.86 per cent from 1923 to 1929, 
compared to 7.38 per cent for the years 1930-37.16 

The pattern of insurance company property investment during the 
inter-war period did not follow the cycle of the property market, which 
was broadly one of relatively prosperous conditions in the 1920s, 
depression from 1929 to 1932, and boom thereafter, falling off in 1937 
due to fears that war might break out. The most important factor behind 
the growth in property investment during the 1930s was the onset of 
cheap money. After a period of stable consol yields during the 1920s the 
yield on consols fell significantly in 1932, and continued to. decline 
during the following years, to a low-point of 2.9 per cent in 1935-36. 
This caused serious problems for the insurance companies, as many 
policies were calculated at an assumed rate of interest of three per cent. 

The fall in the yield on consols, and the associated fall in yields for 
other fixed-interest assets such as mortgages, led the insurance com- 
panies to look for higher yielding, but relatively safe, investments. 
Multiple shops constituted virtually fixed-interest assets at this time, 
being subject to long leases at fixed rents, but offered a yield that was 
over two per cent higher than that for consols. Furthermore the yield 
differential between multiple shops and gilts widened somewhat during 
the cheap money period, from an average of 1.9 per cent from 1921 to 
1929 to 2.5 per cent from 1930 to 1938.7” 

Increased yield differentials between property and gilts were reflected 
in higher total returns to investment in property during the 1930s. From 
1921 to 1929 the average rate of return on multiple shops was 5.2 per 
cent, compared to 5.9 per cent for consols. During 1930-38 the position 
was reversed, however, with average rates of return on shops and 
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consols of 6.9 and 6.5 per cent respectively. Equities out-performed 
both asset classes by a wide margin during the 1920s, but produced an 
average return of only 4.8 per cent from 1930 to 1938.18 

The unsettled nature of the equity market during the early 1930s, and 
general economic conditions at that time, provided a further reason for 
the increase in property investment activity. Hillier, Parker’s report on 
business for the year 1932 noted that despite the depression consider- 
able interest had been shown in property by investors during the pre- 
vious two years: 


The increase in interest in property investments experienced in 
1931 -— by many considered extraordinary and therefore much 
commented upon — has continued throughout the past year at a 
rate surpassing anything in our previous experience. The reason 
for the rapid rise in demand is found in events like the departure of 
this country from the gold standard, the uncertainties of industrial 
investment, and the introduction of a new fiscal policy. 1? 


The same trends were noted in an Estates Gazette article of September 
1932, which stated: 


The departure from the gold standard and the conversion of the 
Great War Loan have worked a vast change in the economic 
situation, and practically every ‘safe’ security in the true sense of 
the word, has reached a price which still further reduces low 
yields. In these circumstances it is natural enough that investors, 
whether restrained by legal bonds or free to do as they please, 
should turn to a security which may almost invariably be depended 
upon to yield a substantially higher return than Government obli- 
gations, with practically equal safety.” 


These conditions made investment in shop property extremely 
attractive to the insurance companies and other investors who wished to 
achieve a given return on their assets with a minimum degree of risk. It 
is, however, worth noting that the aggregate figures for insurance 
company property investment during the 1930s hide considerable differ- 
ences in levels of investment between individual companies. A relatively 
small number of insurance companies, including the Prudential, Clerical 
Medical, and Eagle Star, developed a considerable interest in the 
property sector during the inter-war years, while many others invested 
little or nothing in property. 

Those companies which entered the property market were generally 
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among those which had developed investment departments headed by 
specialist investment managers. These managers were generally more 
ready to break free from actuarial investment dogma, set out by A.H. 
Bailey and others in the 1860s, which stressed security of capital as the 
overriding criteria for insurance company investment and viewed assets 
such as property and equities as being too risky for insurance company 
portfolios. As such, the move towards property investment in the 1930s 
was the product not only of cheap money, but also of greater professio- 
nalism and entrepreneurship on the part of some insurance companies. 
Growing entrepreneurship among insurance company investment 
managers had a similar effect on the commercial property market to that 
of building societies, which liberalised the conditions under which they 
would grant mortgages, in encouraging the residential building boom of 
the 1930s.” 


IV 


Some of the most successful and rapidly expanding multiple retailers 
during this period appreciated the above trends, and used property 
assets as a key element of corporate finance. The integration of retailing 
with property development and investment gave the multiples access to 
methods of finance which made fund-raising both relatively easy and 
inexpensive. The advantages of combining these two areas of enterprise 
worked in both directions; the major multiples had the ability to in- 
crease property values and rents in an area by the very act of locating 
there, as discussed above; this placed them in an ideal position as 
property developers. Some retailers did not fully exploit the opportuni- 
ties their property assets offered them; for example one of the main 
attractions of the shoe retailers J. Sears & Co. to Charles Clore, when 
he launched his successful takeover bid for the company in 1953, lay in 
the large portfolio of unexploited property assets assembled by the 
company during the inter-war period. Those retailers which were most 
successful at using property to fund corporate expansion included a high 
proportion of firms founded by Jewish businessmen, who also formed 
the majority of successful property developers in the two decades after 
1945.” Many of these people, such as Montague Burton, Simon Marks 
of Marks & Spencer, Isaac Wolfson of Great Universal Stores, Harry 
Salmon of J. Lyons & Co. and Jack Cohen of Tesco, were regarded in 
the property world as important property entrepreneurs in their own 
right. 

Some growing multiple retailers, especially those in the food and 
other ‘convenience’ trades, which had a large proportion of outlets in 
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suburban centres and other locations away from the central ‘High 
Street’ areas favoured by ‘comparison’ shopping traders, preferred to 
rent, rather than buy their stores. They were able to exploit their ability 
to raise property prices in areas in which they located by bargaining with 
shop developers for preferential terms. During this period, developers 
such as Edward Lotery were engaged in extensive development of 
shopping parades in the new suburban districts. To ensure the success of 
these developments it was necessary to attract a well-known multiple, 
which would take the best located unit in the parade. In return for 
locating there, and thus increasing the desirability of the remaining 
shops for other traders and the overall value of the development, 
expanding retailers such as Woolworths and Tesco were able to secure 
substantial concessions from the developer, such as a very low initial 
rent, a five-year rent-free period, or free shop-fittings.” 

Those multiples which concentrated on town-centre High Street sites, 
and preferred to own the freehold, or a very long leasehold, on their 
premises, were able to achieve even greater benefits from their ability to 
raise property values. The ways in which property assets were used by 
some of the leading multiples to finance corporate expansion are illus- 
trated below, with regard to two of the most prominent inter-war 
retailers, Montague Burton and Marks & Spencer. 

Montague Burton opened his first tailor’s shop in Chesterfield in 
1904, having migrated to Britain from Lithuania about four years 
earlier. His business experienced rapid growth, based on a strategy of 
developing a large turnover with moderate profit margins on each item 
sold and the integration of manufacture and distribution. The number of 
Burton branches rose from 14 on the eve of the First World War to 37 in 
1919, and further rapid growth occurred during the 1920s. In 1929 
Burton was launched as a public company, Montague Burton, the Tailor 
of Taste, Ltd, with an authorised capital of £4 million. During the 1930s 
the number of Burton branches continued to grow rapidly, from 364 in 
1928 to 641 in 1939, and Burton, which had also greatly expanded the 
clothing manufacture side of the business, became one of the ten largest 
employers in Britain.” 

Securing adequate capital for the company’s expansion plans rep- 
resented a continual problem, and on several occasions the firm was 
forced to halt expansion temporarily because of a shortage of funds. 
This problem was largely overcome by the use of Burton’s property 
assets to raise new finance. Prior to the early 1920s, the company did not 
purchase its shop premises, preferring to rent. The firm’s fixed capital, 
mainly consisting of shop fixtures, proved too low to act as security for 
all borrowings, however, and while new capital requirements were 
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largely financed via mortgages Burton relied on a considerable overdraft 
with Parr’s Bank, which stood at over £83,000 in 1920 compared to 
assets of less than £22,000 and profits of just over £27,000.” Parr’s Bank 
became alarmed at the firm’s rapid turnover growth, with which its fixed 
capital failed to keep pace, and, after failures to meet a repayment 
deadline, the bank refused further financial support.” This experience 
may have led Montague Burton to pay more attention to the property 
side of his business, and during the following years he amassed one of 
the largest shop property empires in the country. 

By 1931 Burton’s real estate holdings were valued at £6 million, 
compared to an annual sales turnover of £3 million.** Finance raised on 
these properties, together with a high level of retained profits,” was 
used to fund the firm’s continued rapid expansion from the mid-1920s 
onwards. Prior to the 1930s, the main mechanism for raising finance via 
these assets was their use as security for mortgages and bank overdrafts. 
Borrowing on overdraft, on the security of the company’s properties, 
was a very important source of development capital prior to Burton 
becoming a public company, such borrowing amounting to an average 
of 27.3 per cent of the firm’s total liabilities between 1920 and 1929. 

The amount that could be raised by overdraft, or mortgage finance 
was limited, however, as the sum for which property was accepted as 
security for loans was calculated at two-thirds, or less, of its market 
value. During the 1930s, the company made use of a financing technique 
which realised the full purchase and development cost of stores, the sale 
and leaseback. Branches were sold to investors at their cost price, and 
simultaneously leased back by Burton on 999-year leases, at a rental 
yielding between four and five per cent of the sum raised by selling the 
property. For example the Clerical, Medical & General Life Assurance 
Society was offered a package of eight freehold Burton branches in 
September 1934 at a yield of five per cent. The initial proposal was 
rejected, but two of the properties offered were later purchased.*! A 
much more substantial deal was done with Eagle Star, which bought 14 
of Burton’s branches, out of 17 initially offered, in 1935.** The stores 
were sold at a price calculated to cover initial purchase and rebuilding 
costs, plus expenditure on shop fronts, fixtures, architect’s fees and any 
other costs involved in getting them to the state at which they were 
ready to open, covering Burton’s entire outlay on each property. 

Sale and leaseback finance was adopted by several other retailers by 
the end of the 1930s, including Great Universal Stores, while British 
Home Stores used a related financing technique. This involved the 
acquisition of a site by a financial institution on behalf of British Home 
Stores, the provision of funding for the development of a store on the 
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site by the financial institution, and the letting of the completed building 
to the retailer on a long lease. A number of such agreements were made 
between British Home Stores and the Clerical, Medical & General Life 
Assurance Society, from 1934. 

Leaseback arrangements provided the financial institutions with a 
fixed interest security, with a very stable income-stream and a yield in 
excess of that offered by gilts. The reversion of the property at the end 
of the lease term was of little importance in the case of 99-year leases, 
due to the very long time period involved, and could be virtually ignored 
if the lease term was 999 years. Leaseback deals therefore left Burton 
with what the company regarded as, in this respect, effectively a free- 
hold interest in the property, which might, in future years, be used as 
security for further finance, as soon as the fixed rent had fallen substan- 
tially below the true value of the property. The only disadvantage of this 
form of finance was a degree of loss of freedom of action with regard to 
the future development of leased-back stores. Extensions and other 
structural changes to properties sold on this basis required the per- 
mission of the financial institutions which had purchased them. This 
gave the institutions a good deal of bargaining power when the retailer 
wished to extend the property, which might be used to obtain a higher 
rent if rental values had risen substantially since the initial lease was 
signed. This made leaseback deals unsuitable for companies such as 
Marks & Spencer, which frequently redeveloped its stores, as is dis- 
cussed below. 

Despite these imperfections, sale and leaseback finance enabled 
Burton, and the other retailers which made use of it, to grow at a much 
more rapid rate than was possible with mortgage, overdraft, or deben- 
ture finance. This was possible due to certain multiplier effects which 
were inherent in both mortgage and leaseback finance, but were much 
more powerful in the latter. These can be illustrated by the following 
hypothetical example. A retailer has mortgageable property of value P. 
The sum that can be raised on the property by mortgage or debenture is 
equal to P * X, where X is the amount financial institutions are prepared 
to lend, as a percentage of the estimated market value of the security 
offered. It is assumed that the retailer invests the sum borrowed entirely 
in mortgageable property. The sum raised by doing so is (P * X) * X. If 
this process is repeated until no further finance can be raised the total 
sum raised by the series of transactions, Y, is given by the following 
equation, which I will refer to as the capital security multiplier: 


X 
Y= (7—x)*?P 
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During the inter-war years it was customary for insurance companies to 
loan a maximum of only two-thirds of the estimated market value of 
property assets used as security for mortgages. The total sum raised 
according to the above equation would therefore be 200 per cent of 
initial capital, P, for mortgage or debenture finance. However, with sale 
and leaseback finance, X is equal to 100 per cent, as shops were sold to 
insurance companies for their full development cost. The multiplier 
therefore becomes infinite, there being no limit to the amount of finance 
that could be raised. 

This model ignores other sources of finance not secured on property, 
such as retained profits and ordinary and preference share issues. It also 
ignores the length of time taken to complete each round of transactions. 
In order to take account of these factors, it is necessary to develop a 
more comprehensive model of company growth. In discussing models of 
corporate growth Robin Marris stated that: 


The theory of the growth of the firm begins with a consideration of 

the underlying dynamic constraints, or better, restraints, which 
either limit the maximum growth rate or permit faster growth only 
at the expense of other desiderata such as profits, dividends and 
stock-market values. The effects of these restraints are usually 
formulated in a steady-state system, in which the firm grows at a 
constant rate over time with constant values of associated ‘state’ 
variables.” 


In the model below, as in the earlier capital security multiplier model, 
all the company’s assets are assumed to consist of mortgageable prop- 
erty.” TAy is the total value of the firm’s assets in year Y, and is given 
by the equation TAy = TAy_; + ICy-_1, where ICy represents new 
capital invested in year Y. MAy represents the firm’s mortgageable 
assets in year Y, and is given by the equation MAy = ICy-1, since all 
other assets have already been committed as security for loans. 
CRy represents capital raised in year Y, and is given by the equation 
CRy = MAy * a, where a is the value at which mortgageable assets are 
accepted as loan security, as a percentage of their market value.” 

Ey represents investment from retained earnings, or ordinary or 
preference share issue, in year Y, and is given by the equation Ey = 
TAy * B.? Investment from such sources is assumed to be set at a fixed 
percentage of the firm’s total assets in a given year, B indicating that 
percentage. New capital invested in a given year, ICy, is therefore equal 
to capital raised via finance secured on property, CRy, plus investment 
from other sources, Ey, and is given by the equation ICy = 
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TABLE 3 
CORPORATE GROWTH WITH MORTGAGE FINANCE 


Year TA MA CR IC F(%) 
1 100,000 100,000 66,667 66,667 66.67 
2 166,667 66,667 44,444 44,444 26.67 
3 211,111 44,444 29,630 29,630 14.04 
4 240,741 29,630 19,753 19,753 8.21 
5 260,494 19,753 13,169 13,169 5.06 
6 273,663 13,169 8,779 8,779 3.21 
7 282,442 8,779 5,853 5,853 2.07 
8 288,294 5,853 3,902 3,902 135 
9 292,196 3,902 2,601 2,601 0.89 

10 294,798 2,601 1,734 1,734 0.59 
11 296,532 1,734 1,156 1,156 0.39 
12 297,688 1,156 m m 0.26 
13 298,459 m 514 514 0.17 
14 298,972 514 343 343 0.11 
15 299,315 343 228 228 0.08 
16 299,543 228 152 152 0.05 


Source. Appendix. 


CRy + Ey. Fy represents the growth rate of the firm, in terms of 
additions to capital as a percentage of total capital. 

Table 3 shows the asset growth of a firm, according to this model, 
over 16 years, growth being entirely funded by mortgage or debenture 
finance. The firm’s initial capital is set at £100,000, though the rate of 
growth would be the same for an initial capital with any positive value. 
It is assumed that the time taken between deciding to expand the 
number of shops and developing the shops to a state at which they can 
be used as collateral for fund-raising on debenture or mortgage is one 
year. It is further assumed that all mortgages are granted for a period in 
excess of that covered in Table 3, repayment of principal and all interest 
payments being taken out of earnings not earmarked for capital invest- 
ment, and therefore not included in the model. With mortgage or 
debenture funding as the only source of capital, a = 2/3, as properties 
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are accepted as security at two-thirds of their market value for such 
finance, and B = 0. 

As Table 3 shows, the firm’s rate of growth with mortgage finance 
alone falls dramatically during the first few years, to below one per cent 
by year 9. Eventually it approaches zero. Table 4 shows a second 
worked example, again using mortgage finance, but with finance from 
other sources, E, set at five per cent of total assets; a = 2/3 and 
B = 0.05. Growth is initially rapid, as in Table 3, but rather than 
declining to zero over time it settles at a ‘steady state’ of 12.3 per cent. 
The steady state rate of growth, L{a,B), is given by the following 


TABLE 4 
CORPORATE GROWTH WITH MORTGAGE FINANCE AND FIVE PER CENT CASH FLOW 


Year TA MA CR E(a) IC(b) F(%) 
1 100,000 100,000 66,667 5,000 71,667 71.67 
2 171,667 71,667 47,7718 8,583 56,361 32.83 
3 228,028 56,361 37,574 11,401 48,975 21.48 
4 277,003 48,975 32,650 13,850 46,500 16.79 
5 323,504 46,500 31,000 16,175 41,175 14.58 
6 370,679 47,175 31,450 18,534 49,984 13.48 
7 420,664 49,984 33,323 21,033 54,356 12.92 
8 475,020 54,356 36,237 23,751 59,988 12.63 
9 535,008 59,988 39,992 26,750 66,743 12.48 

10 601,750 66,743 44,495 30,088 74,583 12.39 

i1 676,333 74,583 49,722 33,817 83,538 12.35 

12 759,871 83,538 55,692 37,994 93,686 12.33 

13 853,557 93,686 62,457 42,678 105,135 12.32 

14 958,692 105,135 70,090 47,935 118,025 12.31 


15 1,076,717 118,025 78,683 53,836 132,519 12.31 
16 1,209,236 132,519 88,346 60,462 148,808 12.31 
17 1,358,044 148,808 99,205 67,902 167,107 12.31 
18 1,525,151 167,107 111,405 76,258 187,662 12.30 


Notes: (a) =B*TA. (b) =CR+E. 
Source: Appendix. 
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equation, the mathematical derivation of which is outlined in the 
Appendix to this article: 


_(a+B-1)+V(GQ—a—- Bp) + 48) 
L(a,B) = 2 





The effects of the income stream, E, are magnified in the firm’s 
expansion, as assets purchased with these funds are used for mortgage 
finance in subsequent years. Thus the long-term growth provided by the 
income stream is greater than the value of that income. With an income 
flow E equal to ten per cent, or 15 per cent, of total assets a similar, but 
somewhat reduced, magnification occurs, expansion settling down to an 
eventual rate of 22.04 per cent and 30.63 per cent respectively. Marris 
argued that ‘under assumptions of certainty and full comprehension the 
value of a growth rate is independent of the method of finance’. This is 
because ‘in steady state the growth rate of debt must equal the growth 
rate of assets; if that were not the case, the ratio of debt to assets would 
be continually changing, implying, inter alia, that the rate of profit net of 
interest itself must be changing. Steady state must imply a stable lever- 
age ratio’.** Such an argument might be true for share issue and 
straightforward borrowing, both of which would be included in variable 
E in this model, but does not take account of the multiplier effects 
associated with borrowing secured on a firm’s properties, or sale and 
leaseback finance. 

The difference between the long-term growth rates achieved with 
mortgage finance and sale and leaseback is substantial. For example, 
with income from earnings and share issues at five per cent of total 
assets, the use of sale and leaseback, rather than mortgage financing, 
results in an approximate doubling in the steady state rate of expansion 
from 12.3 to 25 per cent. If ten or 15 per cent of the firm’s current asset 
value is invested each year this results, under sale and leaseback, in 
expansion rates of 37.01 and 46.95 per cent respectively. The difference 
in the rate of growth made possible by the two types of funding becomes 
greater when the investment of funds not connected with property is 
reduced, with E equal to one per cent mortgage financing results in a 
rate of growth of 2.84 per cent per annum, while the figure for sale and 
leaseback finance is 10.51 per cent. These results are sensitive to the 
time taken to develop properties and arrange leaseback transactions; if 
this is less than a year a substantial long-term rate of growth could be 
achieved using leaseback finance alone, with no other income. If it is 
assumed that the length of time taken by each phase of expansion was 
about a year in most cases, this has a number of interesting implications 


MULTIPLE RETAILING IN BRITAIN 17 


which were not evident in the earlier Capital Security Multiplier model. 
These are: 


(1) Income from sources other than leaseback transactions would be 
necessary to produce significant long-term growth. 

(2) The switch from mortgage finance to sale and leaseback allows 
much more rapid growth with a given level of investment from 
earnings or share issue. 

(3) Both mortgage and leaseback finance magnify growth resulting 
from an injection of capital, as the assets produced by that capital 
are used to raise further finance in subsequent years. 

(4) This magnification is smaller the greater the value of funds 
invested. 

(5) Sale and leaseback provides a much greater magnification of new 
capital than does mortgage finance, though the differential be- 
tween growth rates produced by the two forms of finance falls as 
the amount of funds not connected with property rises. 


Financing growth through earnings has the effect of depressing divi- 
dends, while yields on both the ordinary and preference shares of 
multiple retailers were substantially greater than those on leaseback 
transactions, making new share issues relatively unattractive as a source 
of income for expansion. Other major sources of finance were directly 
connected to available collateral security.” Overdraft, debenture, mort- 
gage debenture, and mortgage finance were about as costly as leaseback 
transactions in terms of interest rates, but unlike leaseback finance 
they entailed the repayment of the principal at some future date. 
Furthermore they provided a ratio of income raised to collateral security 
of 66 per cent, or less, compared to the 100 per cent ratio offered by 
leaseback finance. Sale and leaseback therefore provided an extremely 
attractive funding mechanism, as it made very high growth rates practi- 
cable, at a moderate cost, without repayment of principal, and signifi- 
cantly reduced the amount of capital from more expensive sources such 
as share issues that was needed to achieve a given rate of growth. 

Montague Burton’s financial innovations also included the develop- 
ment of a system of subsidiary companies to hold the Burton premises. 
These were owned by Burton or his nominees, and allowed him to 
minimise tax liabilities via a complicated system by which one of these 
companies (Key Estates Ltd) would acquire properties using finance 
lent by Montague Burton Ltd to the other (Henry Holding Ltd) and 
then re-loaned to Key Estates, which also received rent for the proper- 
ties from Burton.” 
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Burton became one of the largest shop developers in Britain during 
the 1930s; at the beginning of 1939 the company’s architects department 
employed a total of 62 people, a number which the firm thought to be 
greater than that of any other organisation, with the exception of the 
Office of Works.*! Stores had been developed during the inter-war years 
as part of a comprehensive re-building programme, which often in- 
volved the acquisition of a prominent street-corner site, the demolition 
of existing buildings, and comprehensive redevelopment, with addi- 
tional shops being built on either side of the Burton store and the first 
floor of the premises developed as a billiard hall, offices, or shops. 

As early as the 1920s it had been decided to let this property on 
short leases, of five or seven years. An important reason behind the 
development of additional property, and its letting on short leases, was 
Montague Burton’s belief that the property of the largest retailers in 
‘key’ high street locations occupied a monopoly position which would 
lead to substantial capital appreciation over time, with a possible doub- 
ling of shop values, in real terms, every 20 years. The mechanism which 
he believed to be behind such increases had nothing to do with general 
price inflation, but was the result of the growing scarcity of prime High 
Street locations. He reasoned that as the best shopping pitches were 
strictly limited in supply, as the economy grew they would become 
scarce relative to other goods and services, the supply of which could be 
more easily increased. Capital values of prime shop sites would there- 
fore appreciate. 

This belief formed the basis of his property development strategy, the 
hallmarks of which were developing stores to a high standard of con- 
struction, developing property adjacent to branch premises as an invest- 
ment, funding this development via sale and leaseback transactions with 
a rent that was fixed for a very long period, preferably 999 years, and 
letting property not occupied by the firm on very short leases, of five to 
seven years, in order to benefit from rising rents. Burton was in an 
ideal position as a developer, as the prestige of his retailing chain raised 
property values in areas where he located; by the very act of selecting a 
property for development he increased the profitability, and reduced 
the risk, of the development. Such a process of changing the ‘rules’ of 
the development ‘game’ is an integral part of the property development 
process, as noted recently by Carol E. Heim: 


property developers often do not take risks as given, instead 
seeking to transform the ‘rules of the game’ to their advantage. Ex 
ante risk may be high, but ex post risk may in fact be lower, in cases 
of successful property development. Far from simply maximising 
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subject to constraints, property developers are active economic 
agents seeking to change those constraints.” 


V 


There are a number of similarities between the early history of 
Montague Burton Ltd and Marks & Spencer. Marks & Spencer was 
founded several decades before Burton but both firms were started by 
Jewish immigrants, Michael Marks migrating from Slonim, Russia. 
Marks & Spencer’s early growth strategy, like Burton’s, was based on 
the principle of high turnover with low profit margins on each item sold. 
Unlike Burton, however, which concentrated on one line of goods, 
men’s clothing, Marks & Spencer pioneered the variety chain store form 
of retailing, which was characterised by shops of very large size, some- 
times covering several floors, the sale of a wide variety of goods, with 
clearly marked low prices, and a trend towards self-service methods of 
retailing.“ This difference in sales policy had important implications for 
the store development policies pursued by the two companies, placing 
greater constraints on the types of property-based funding mechanisms 
that could be used by Marks & Spencer, as is discussed below. 

The period after the First World War saw the first substantial prop- 
erty purchases by Marks & Spencer; as Jate as 1918 it had owned only 
three freeholds, and five leaseholds, other branches being let on tenancy 
agreements.* Store acquisition was associated with a fundamental 
change in the company’s long-term strategy. In 1924 the chairman, 
Simon Marks, visited the United States, and was greatly impressed by 
the character of the new chain stores that were being developed there. 
Marks introduced several innovations to the company as a result of his 
visit, one of the most important of which was the replacement of existing 
shops with new, larger, ‘super-stores’, of the type that were already 
being developed in Britain by Woolworths. Superstore development 
offered Marks & Spencer considerable opportunities to improve the 
efficiency, appearance, and scale of their store network, but necessi- 
tated heavy capital expenditure. 

One way in which funds were raised for new development was via 
mortgages on the company’s properties.*” Retained profits were another 
important source of capital at this time, accounting for an average of 60 
per cent of total profits, after tax, between 1920 and 1925.8 Loans and 
overdraft credit were also used extensively, bank loans and overdrafts 
amounting to £150,000 by 1924. By that year it had been decided that in 
order to expand as quickly as was intended it would be necessary to 
launch Marks & Spencer as a public company. Initial negotiations with 
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the British Foreign & Colonial Corporation, regarding the underwriting 
of a public issue to fund new store development, were unsuccessful. 
Two years later, however, the company succeeded in launching a public 
issue, with the help of the Industrial Finance & Investment Corporation 
Ltd, which was associated with the Prudential.*? This marked the start 
of a long association between the Prudential and Marks & Spencer; 
following the public issue, two nominees of the Prudential were 
appointed as directors of the company. Other retailers also developed 
strong financial links with insurance companies during this period. The 
major catering multiple, J. Lyons & Co., financed its inter-war expan- 
sion largely through immediately mortgaging newly acquired branches. 
All Lyons’ mortgage business was conducted with a single insurance 
company, the Alliance Assurance Co. Like the relationship between 
Marks & Spencer and the Prudential, this involved an interlocking of 
directorates; two of Lyons’ directors, H. Salmon and B. Salmon, were 
also directors of the Alliance.™ 

In April 1926 Hillier, Parker, May & Rowden conducted a valuation 
of Marks & Spencer’s properties. The freeholds were valued at 
£364,650, and the leaseholds at £223,420.°! Most leasehold properties 
were held on relatively short leases, typically for 21 or 14 years. The 
valuations of the individual stores stressed proximity to other large 
multiples as a factor which contributed to the value of the properties, for 
example: ‘9/10 Newborough, Scarborough . . . This property adjoins 
Messrs Montague Burton’s premises and is close to Messrs Boots Cash 
Chemists and occupying a good position in this principal shopping 
thoroughfare of the town... .’. 

Following its launch as a public company, Marks & Spencer’s policy 
of superstore development entailed changes in real estate policy. In the 
late 1920s and 1930s, as the company’s property holdings grew, the 
proportion of branches held on leaseholds, particularly short leaseholds, 
declined. The reasons for this were outlined by Simon Marks in his 
AGM speech of 11 June 1928: 


It is almost impossible to lease stores at anything like an economic 
rent. Further than that, a large investment has to be made in 
reconstructing or rebuilding a property to suit our special require- 
ments, and so far as the company is concerned it is better to make 
improvements in its own properties rather than in properties 
leased for a short term of years.” 


Store development entailed heavy capital costs and, despite raising 
funds by mortgaging newly acquired properties, capital constraints 
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placed a limit on Marks & Spencer’s expansion, as was noted by 
Goronwy Rees in his history of the company. It was not until after 
1929 that new branch openings were on a scale comparable with that 
before the First World War. By 1928 the company’s growth necessitated 
raising further finance; approximately £1 million was raised via over- 
draft facilities, an increase in authorised and issued ordinary share 
capital, additional mortgages and other borrowing arrangements.” In 
1930 the company once more augmented its capital, with the issue of £1 
million of mortgage debentures at six per cent, and £1 million of 
preference shares to yield seven per cent. The debenture stock was to be 
secured by a trust deed in favour of the Prudential, as trustees, creating 
a first specific mortgage on the company’s existing and future properties, 
and a floating charge on the remaining assets. Although a demand for 
this stock subsequently arose, the issue was of no initial attraction to the 
Stock Exchange, the Prudential’s role as underwriter being crucial to its 
success. It was issued to replace almost £1 million which had been 
borrowed on mortgage. Mortgages subsequently formed only a small 
proportion of funds raised on the security of property, mortgage deben- 
tures, or loans secured by mortgage debentures, providing the bulk of 
this type of finance. The debenture agreement gave Marks & Spencer 
the power to issue further debentures, providing that the amount of 
debenture and mortgage finance arranged did not exceed 60 per cent 
of the value of the company’s properties. 

During the early 1930s, the firm continued its programme of rapid 
expansion, profits rising each year from £167,243 in 1928 to £670,117 in 
1932, despite the depression. In 1933 and 1934 Marks & Spencer took 
advantage of falling interest rates, with the arrangement of further 
substantial loans secured on mortgage debenture stock. The company’s 
ordinary share capital was also increased in 1934. 

The expansion of Marks & Spencer during the years after 1934 was 
funded entirely by retained profits and debenture finance, liabilities 
secured on the company’s properties forming an increasing proportion 
of total liabilities in the late 1930s, as is shown in Table 5. Debenture 
finance was provided by the Prudential, under an arrangement which 
bore some similarity to a number of funding links developed between 
property companies and insurance companies during this period.” Such 
finance made it unnecessary to go to the Stock Exchange to fund the 
company’s development programme.’ 

A programme of extending the company’s existing stores had been 
instituted in the 1920s; extensions, rather than the opening of new 
branches, formed a growing proportion of Marks & Spencer’s store 
developments during the inter-war period, becoming the dominant form 
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TABLE 5 
AN OUTLINE OF MARKS & SPENCER'S GROWTH, 1926-39 


(1) @) GB) 4) 
Rate of Growth Property Property 
of Balance Freeholds as Assets as % Liabilities (a) as 
Sheet Assets  % of Total of Total % of Total 
Year (%) Property Assets Liabilities 
1926 62.01 
1927 75.08 14.19 
1928 18.80 80.59 12.88 
1929 $8.31 71.36 80.10 17.17 
1930 43.13 74.04 79.44 33.25 
1931 39.40 69.46 68.57 27.59 
1932 8.37 65.38 76.84 24.55 
1933 13.62 62.48 74.67 26.32 
1934 21.03 61.89 74.20 29.74 
1935 21.45 63.41 71.70 24.51 
1936 16.98 65.50 71.68 29.07 
1937 20.06 64.01 68.10 33.57 
1938 4.57 62.87 71.52 32.00 
1939 10.08 63.07 71.91 33.07 
Average, 1926-39 22.98 65.46 74.18 25.99 
Average, 1930-39 19.87 65.21 72.86 29.37 





Notes: (a) Mortgages, mortgage debentures and loans secured on mortgage debentures. 


Source’ Derived from Marks & Spencer’s published accounts and April 1926 property 
valuation. 


of development activity during the late 1930s.°° The pace of store 
modification and extension was such that some branches were rebuilt 
several times during the inter-war years. This shift from extending the 
branch network to increasing the size of individual stores was also true, 
to a lesser extent, for multiple retailers in general during these years, 
though it was particularly notable for variety goods retailers. 
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During the ten years to March 1937, Marks & Spencer had invested 
over £8 million, of which over £7.25 million was spent on the firm’s 
properties. The company used its property portfolio as security for 
mortgage and mortgage debenture funding, but did not make use of sale 
and leaseback finance. This was due to Marks & Spencer’s policy of 
frequent store redevelopment, arising from the variety goods nature of 
its business and a wish to develop superstores along American lines, 
which would have been much more difficult had stores been sold to 
financial institutions. Redevelopment of property leased to an investor 
was only possible after negotiation with the institution each time redeve- 
lopment was proposed, the institution’s veto over development putting 
it in a strong position to demand a higher rent for the redeveloped 
property. Such considerations resulted in leaseback finance not being a 
viable option for Marks & Spencer, which compensated for the lower 
multiplier effects inherent in mortgage and mortgage debenture finance 
by reinvesting a large proportion of profits and using sources of finance 
not connected with property more extensively than Burton. 

Both Montague Burton Ltd and Marks & Spencer made use of 
property as a means of raising finance to the maximum extent possible 
given their different growth strategies. The relative success of each 
strategy is difficult to measure, due to the absence of regular market 
valuations for their property assets. Marks and Spencer’s growth strat- 
egy produced a high and growing profits/assets ratio; pre-tax profits 
averaged 12.7 per cent of balance sheet assets over the penod 1927-38; 
over the period 1932-38 this rose to 14.6 per cent.°? However the 
continued redevelopment and expansion of shop premises entailed 
heavy capital expenditure which limited capital appreciation for the 
stores. A March 1955 valuation of Marks & Spencer’s property portfolio 
put the value of their property assets at £35,297,191. This was over twice 
the properties’ original cost, though subsequent re-building and exten- 
sions, to the value of £16 million, had more or less cancelled out this 
appreciation.© 

Montague Burton’s more property-orientated policy produced a 
much lower profits/assets ratio, which averaged only 4.5 per cent, for 
post-tax profits, from 1930 to 1939. However, it also resulted in the 
development of a massive and appreciating property portfolio which 
proved to be of immense value to the company during the following 
decades. In February 1946 Montague Burton stated that the market 
value of properties owned by Burton and its 100 per cent subsidiaries 
was about £20 million, compared to a cost price of £11 million.“ An 
independent valuation of Montague Burton’s branch premises, con- 
ducted in January 1947,” broadly confirmed these figures; the group’s 
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properties (excluding factories, stores let to other retailers, and other 
non-branch premises) being valued at £15,781,566. 

Montague Burton’s policy had led to the growth of an asset base 
which appreciated significantly in value during the medium term, while 
Marks & Spencer’s policy of regular and systematic store redevelop- 
ment sacrificed such medium-term capital appreciation but produced a 
much higher level of profits in relation to the firm’s assets. The success 
of both policies is evident from the balance sheets of the two companies; 
Marks & Spencer achieved an annual average rate of growth of almost 
23 per cent per annum from 1928 to 1939, while Montague Burton Ltd 
grew at an average rate of over 25 per cent between 1920 and 1938. 


VI 


The possibilities for rapid and relatively inexpensive expansion which 
the property market offered the major multiples were successfully 
exploited by a number of retailing chains to achieve very high rates of 
growth. This growth was not achieved at the expense of the loss of the 
future capital appreciation of their stores; even when leaseback finance 
was used, very long leases, at fixed rents, ensured that almost all the 
capital appreciation of the store network during the following decades 
accrued to the retailer while the financial institutions, and other inves- 
tors which provided such finance, were left with what constituted 
virtually fixed-interest assets.“ 

Property-based finance facilitated the rapid transformation of 
Britain’s High Streets into a series of branches of nationally based 
retailing companies, and as such accelerated the modernisation, and 
improved the efficiency, of British retailing. At the beginning of the 
inter-war period, a time when the British capital market was widely 
viewed as an impediment to the growth of companies of the size of 
Marks & Spencer and Montague Burton, the institutional property 
investment market allowed retailers to raise funds not solely on their 
reputation as business concerns, but on the strength of their capital 
assets. These methods of finance were unavailable to most other areas 
of industry; raising finance on factory property via the institutional 
property investment market was almost impossible at this time, with 
regard to both mortgage and leaseback finance.© The role of alleged 
flaws in Britain’s capital market in inhibiting the modernisation of 
industry during this period is beyond the scope of this article, though the 
example of multiple retailing does illustrate that in one area of the 
British economy abundant and inexpensive finance, together with other 
favourable conditions, did lead to rapid growth and structural change. 
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APPENDIX 
THE MATHEMATICAL DERIVATION OF THE STEADY STATE OF CORPORATE 
GROWTH EQUATION 
By definition: 
TAy = TAy, + IC,., 
IC, = CRy + Ey 
= aMA, + BTA, 
MA; =ICy, 
In steady state growth: 
Fy = Fy, = ICy/TAy = ICy.,/TAy, 
From (4): Fy = IC\/TAy. 
Substituting from (2) and (3): 
alCy, + BTAy 
Fy = ————-~——- 
TAy 
Substituting from (1): 
alCy.; 
Fy = ———— + ß 
TAy, + ICy, 
Dividing the first term on the RHS by TA,,;: 
aiCy./TAy..) 
Fy = ——-—————- + B 
1 + (Cy,/TAy.:) 
Substituting from (4): 
aFy 
Fy = - +B 
1+F, 


w. Fy + (Fy) -aFy - B(1 + Fy) =0 
©. Fy) + Fy - a - B)- fp =0 
N.B. for ax? + bx + c = 0, x = (-b + V(b? -dac)/2a 


- L(a,B) = (a + B - 1) = V((1 - a - By + 48)y2 


(10) 
(11) 


(12) 


Given that the steady state rate of growth 1s known to be greater than zero with a 
positive value of f, the positive root of this equation applies. The steady state rate of growth 


equation is therefore the positive root of this last equation, as given below. 
LCP) = (© + B - 1) + V - a - BY + 4B)¥2 
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British Employers and Education Policy, 
' 1935-45: A Decade of 
‘Missed Opportunities’? 
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If we hope to be successful in any political or social endeavour 
there are two prerequisites besides good will. We must examine 
the system with which we have to deal, and we must examine 
ourselves. We must find out what we take for granted in the field 
of social science, and then ask why we take it for granted, a much 
more difficult question. We must remember that the investigator, 
whether a biologist, an economist, or a sociologist, is himself a 
part of history, and that if he ever forgets that he is a part of 
history, he will deceive his audience and deceive himself. 

J.B.S. Haldane, Heredity and Politics (1938), p.182 


The strictures contained in the above quotation apply especially to much 
recent work by historians as well as economists on the relationship 
between education and training on the one hand, and economic per- 
formance on the other. Thus there is a current orthodoxy that is critical 
of the effectiveness of public educational provision for Britain’s inter- 
national economic competitiveness, not so much on quantitative as on 
qualitative grounds, because of its lack of coherence, neglect of quality 
control, and its bias against skills formation relevant to the productive 
economy. British employers have taken their share of responsibility for 
this state of affairs. In particular, they stand accused of providing too 
little training for their new recruits, especially in the spheres of technical 
and production skills.? Yet much of this criticism, whether deserved or 
not, seems to beg some rather important questions, as implied in the 
above quotation. In the first place, it is much more difficult to measure 
qualitative in comparison with quantitative deficiencies in educational 
provision, particularly in historical research. Quality education and 
training, as this article will hope to demonstrate, is widely perceived to 
mean something more than just technical competencies by both its 
providers and its customers, including employers. Secondly, the very 
concept of economic ‘performance’ assumes the existence of an 
‘invisible hand’ of top decision-makers in government as well as in firms, 
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who worked together to guide educational policy towards commonly 
agreed objectives. Again, as I hope to show, this has never existed in 
Britain, least of all during the crucial decade of 1935-45. Finally, the 
argument that education policy has been the victim of an ‘unholy 
alliance’ of employers subscribing to the cult of the ‘practical man’, and 
government officials having an entrenched anti-business and anti- 
technology bias, tells us much about the influence of the ‘quick-fix’ 
approach to policy-making during the 1970s and 1980s, but somewhat 
less about the real historical problems that need to be addressed. 

The focus of criticism of educational provision on qualitative rather 
than quantitative grounds begins from the premise that the enormous 
expansion of publicly funded education during the present century has 
apparently failed to halt Britain’s long-term economic decline. Even in 
the relatively unfavourable climate of the inter-war period it is note- 
worthy that the number of pupils in secondary schools in England and 
Wales grew from 307,862 in 1920 to 470,003 in 1938, whilst at the same 
time the decline in the school population allowed for a reduction of 
pupil-teacher ratios in elementary schools from 31.6 to 27.2.3 The 
charge of qualitative deficiency is directed against the continued domin- 
ance of the academic curriculum in post-primary education which, it is 
argued, gave education an anti-industry and anti-vocational bias.“ 
Throughout the inter-war period, the persistence of high levels of 
unemployment among adults, especially men, led to repeated calls for 
the raising of the school leaving age from 14 to 15, or even 16. Although 
the flaws of this proposal to use educational policy as a means of 
reducing unemployment have been well established," the question of 
what should be taught during this additional period of schooling has not 
merited the attention it deserves, and it seems that the lack of coherent 
policy in this respect was a major reason for the failure to implement this 
proposal. Yet what does seem clear is that the structural transformation 
of the inter-war economy did depend crucially on the supply of fresh and 
adaptable juvenile labour, and that the majority of employers did not 
face any insuperable difficulties in recruiting the young workers they 
required until the late 1930s.° The question remains whether these 
workers were receiving the most appropriate education and training for 
the economy’s changing skill requirements. 

In this respect, the fact that Britain was suffering from educational 
deficiencies during the inter-war period has been inferred from recent 
statistical research, which points to insufficient investment in human 
capital during these years. Thus what has been termed the rate of 
growth of the quality shift in the labour force, defined as the movement 
of workers from low-paid to high-paid jobs, was only 0.05 per cent per 
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annum during the years 1924-37, in comparison with 0.1 per cent and 
0.17 per cent in the periods 1871-1911 and 1951-73 respectively.’ This 
finding is compatible with estimates of rates of growth of total factor 
productivity, which would appear to have been historically low during the 
1930s. The problem with these estimates, however, is that they are based 
on quantitative data like wage rates, the white collar share of employment 
and the length of formal attendance at school, and thus do not address 
directly the issue of qualitative deficiencies in education and training. In 
fact, the argument that there was a failure to develop technical and 
vocational education in this period has been based somewhat dubiously 
on these measures alone, without reference to qualitative evidence.” Was 
this a result of the educational system’s inability to provide it, or the lack 
of demand for it, for example, from employers? Sanderson is of the view 
that the latter had been the case before 1914, but that supply was very 
much below demand by the inter-war period.!? Yet little empirical 
evidence is presented to demonstrate that the attitudes of consumers like 
employers had changed so radically by the 1920s and 1930s. In fact, the 
antipathy of businessmen to economic theory in general has been cited as 
a formidable obstacle to those economists who were seeking to convince 
governments during this period that more investment in education and 
training would lead to improved economic performance." 

Indeed, some recent research casts doubt on the significance of 
quantitative indicators like the length of formal education in promoting 
economic growth, which makes the statistical findings on inter-war 
Britain referred to above even less convincing, and emphasises the need 
for more consideration of the qualitative evidence. Thus a study of six 
major economies since 1870 finds a strong association between machin- 
ery investment and productivity growth, but the latter is only weakly 
associated with the proportion of an economy’s total population 
enrolled in secondary school.” It also suggests that the formal education 
received in the classroom was less important than the ‘hands-on’ experi- 
ence acquired in the use of new machinery. What appears to be 
increasingly clear is that educational attainment is not synonymous with 
skill requirements in the workplace, and that a single years-of-schooling 
measure cannot serve as an adequate proxy for the variety of working 
capacities required by an industrialised society. The latter may be 
usefully divided into three categories: motor skills, cognitive skills, and 
interpersonal or interactive skills.‘* Motor skills refer to qualities like 
dexterity, co-ordination and strength; cognitive skills include analytic 
and synthetic reasoning, as well as numerical and verbal abilities; 
and interpersonal skills are associated with supervisory and leadership 
roles. The experience of US industries since 1960 indicates that their 
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requirements for these different categories of skill have not only varied 
considerably but have changed over time," and this needs to be appreci- 
ated when examining British employers’ attitudes to their skill requir- 
ments in the period 1935-45. 

It is now well-established, of course, that the majority of British 
employers looked to the apprenticeship system rather than formal 
education in the classroom as the most appropriate training for the bulk 
of their employees. At the same time, the current orthodoxy is that 
during the inter-war period most employers did little to develop systems 
of apprenticeships, which had generally been established in the nine- 
teenth century, and were relied upon more as a source of cheap labour 
rather than as a means of systematic training. ‘© In the economic context 
of these years, well-developed external labour markets and sharply 
fluctuating product markets made apprenticeship seem the most rational 
means of training for most British employers, given their commitment 
to labour-intensive production methods. With the benefit of hindsight, 
this strategy has been faulted as short-sighted but it is far from proven 
that more formal vocational education in the classroom would have 
better provided the working capacities they required. In this respect, 
there has been some ambiguity in what is meant by technical or vocatio- 
nal education. The latter is identified by Sanderson with the kinds of 
specialised courses taught in technical colleges, which prepared their 
students for careers in particular industries during the 1920s and 1930s. 17 
But did these courses really provide the working capacities that the 
majority of employers actually wanted? Were they not in reality looking 
for qualities other than training in technical competencies from formal 
education, which many argued could be more effectively obtained in the 
workplace? What precisely was the mix of skill requirement that they 
expected their young recruits to possess? It is to these questions that the 
discussion will now turn. 


H 


It was acknowledged by most British employers that an apprenticeship 
in the works could be usefully complemented by part-time study, most 
typically by evening classes at an adjacent technical college or similar 
institution. Under the Board of Education’s regulations, however, these 
institutions were administered by the Local Education Authorities 
(LEAs), which meant in practice that the extent and quality of the 
instruction available depended very much on the resources of particular 
LEAs, and the proportion that could be devoted to the provision of 
facilities for part-time study. The responsibility for encouraging and 
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supervising this kind of education lay with the Board’s team of Area 
Technical Inspectors. Throughout the inter-war period, this technical 
inspectorate submitted regular reports to the Board, some — although 
not all — of which were published. The contents of these reports are 
often very detailed and include references to employers and industries 
willing to co-operate with the LEAs in the provision of facilities for part- 
time study. The reports indicate that most employers valued part-time 
education, but one serious difficulty was the reluctance of the LEAs to 
co-operate in providing properly equipped buildings conveniently 
located in relation to firms and the homes of their employees. In 
particular, this led to high wastage rates among students wanting to 
attend courses at institutions inconveniently located either in relation to 
their homes or place of employment.'? Many LEAs were also reluctant 
to accept students living outside their boundaries.’° It was practical 
problems like these that were emphasised in an unpublished survey 
based on information submitted by Area Technical Inspectors in 1934, 
rather than the indifference or hostility of employers to part-time edu- 
cation. Yet what impressed employers was the ‘atmosphere’ of the 
institutions providing part-time classes, as much as the direct vocational 
value of what was actually taught. This was regarded as closer to the 
world of work than in normal schools. Thus it was stated that the 
outcome of such a period of study for students was that it ‘attaches them 
more firmly to their employers who have been wise enough to afford 
them opportunities to improve their qualifications’.*’ This illustrates 
how employers perceived ‘quality’ in education and training, not so 
much in terms of specific technical competences, but in the contribution 
it made to ensuring the commitment and loyalty of young workers to 
their employers. It will be shown subsequently that this kind of percep- 
tion of quality in education and training was widely shared by employers 
in this period. 

Yet whilst employers recognised the advantages of part-time study, 
much depended on the goodwill of individual firms in donating gifts of 
equipment to the institutions concerned, and their willingness to recog- 
nise the real educational value of what was taught. In this latter respect, 
part-time study suffered in relation to a conventional secondary 
education inasmuch as there were few nationally recognised leaving 
certificates, which were awarded to students on the successful com- 
pletion of their course. This applied even to the full-time day courses 
taught in the junior technical schools. Unless an employer was well- 
acquainted with the quality of work taught, students could suffer from 
the lack of agreed standards on syllabuses and examinations if 
they sought employment with firms who were not familiar with their 
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institution or course. This was a special difficulty for large concerns 
recruiting large numbers of young workers each year. However sym- 
pathetic they may have been to the educational value of part-time 
studies, it would have been an almost impossible task for such firms to 
assure themselves that the variety of courses offered in numerous LEA 
institutions across the country really suited their requirements. Thus the 
Principal of Exeter Junior Technical School complained that although 
the Post Office Engineering Department was impressed with the techni- 
cal qualifications of his graduates, it was unwilling to employ them 
because they lacked the secondary school leaving certificate, having a 
foreign language included in its curriculum.” With the beginnings of 
rearmament after 1935, government departments like the Air Ministry 
faced particular difficulty in recruiting sufficient numbers of aircraft 
apprentices. The Ministry wrote to the Chief HMI (His Majesty’s 
Inspector of Schools) at the Board’s Technical Inspectorate seeking an 
assurance that junior technical school boys had a ‘good general edu- 
cation’, equivalent to the secondary school leaving certificate, and asked 
whether the Board kept a list of internal examinations taken in these 
schools. But the Board felt unable to reassure the Air Ministry on this 
matter and admitted that it kept no list of internal examinations taken in 
junior technical schools.” Thus although the haphazard pattern of part- 
time courses did not deter the employer with good local knowledge from 
accepting their students, the lack of nationally agreed standards did 
create some difficulty for large-scale employers recruiting throughout 
Britain. 

In recruiting their young workers, therefore, employers had either to 
recruit directly from the senior forms of the elementary schools at the 
age of 14 or 15, or wait and recruit from the selective grammar and 
central schools at 16+. Although the latter had the advantage of prepar- 
ing pupils for the nationally recognised secondary school leaving certifi- 
cate, an increasing number of firms began to have misgivings about this 
qualification as a measure of suitability for employment. This was the 
occasion for a wide-ranging survey undertaken in 1936 by the British 
Association for Commercial and Industrial Education (BACIE). 
BACIE had been established originally in 1919 as the Association for 
the Advancement of Education in Industry and Commerce.” Its incep- 
tion owed much to the commitment to training shown by Mr J. Knox of 
Lever Brothers and Mr R.W. Ferguson of Cadburys, who saw as their 
task the building of a bridge between school and work. Its presidents 
during the inter-war period included several prominent industrialists 
and educationalists like Viscount Leverhulme, Sir Archibald Denny, 
Arnold Rowntree, Lord Eustace Percy and Sir Francis Goodenough. 
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BACTE’s membership lists are not available for this period, but it seems 
to have been confined to a relatively small number of large firms with an 
established interest in education and training. Yet its 1936 survey was 
not confined to member firms, and it marked the first systematic attempt 
by employers to discover their own education and training needs.” 

In this survey’s terms of reference, the phrase ‘after the age of 16° 
shows that it had in mind the provision of education in selective central 
and grammar schools in addition to those who left the elementary 
schools at the age of 14 or 15. It identified very early on in its report that 
a distinguishing feature of vocational courses was their reliance on ‘the 
employment mainly, but not entirely, of part-time teachers, of whom 
the majority must regard their teaching as subsidiary to the occupation 
by which they gain their living’.*° One advantage cited for this practice 
was that it enabled teachers to keep abreast with the latest develop- 
ments in commerce and industry, although it did undoubtedly test their 
dedication, and some of the most able may have been further discour- 
aged by the haphazard location of premises, which meant that many 
teachers were employed by several different institutions.” In order to 
ascertain employers’ views, a letter of inquiry was circulated and replies 
were received from 348 firms.” Table 1 shows the number of firms or 
associations in different sectors that submitted evidence, together with 
the numbers favouring one or other methods of vocational education 
mentioned in the letter of inquiry. It indicates that only 29 of the 
responding employers were in favour of full-time vocational education 
exclusively before the age of 16. It is noteworthy that the highest 
proportion in favour were in accounting and banking, although how 
representative this view was remains uncertain as the sample of firms 
replying was relatively small. Yet since it was this sector that did recruit 
predominantly from the selective central and grammar schools, the 
replies imply that employers’ dissatisfaction with conventional second- 
ary education may have been equal to that expressed among those 
recruiting from the elementary schools at 14 or 15. At the same time, it 
is worth noting that whilst few firms wanted secondary schools with 
vocational bias only, even fewer wanted secondary schools ‘without 
bias’, that is, the status quo. The latter were faulted, in particular, for 
not providing their pupils with a sufficient grounding in basic English 
and ordinary arithmetic.” 

Perhaps one of the most interesting aspects of Table 1 is the large 
number of firms who were in favour of vocational education but on the 
basis of ‘differentiating between different types of workers’. Employers 
were of the view that full-time vocational education was necessary only 
for ‘higher posts’ or for occupations involving ‘very specialised’ work.°° 
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The lack of demand for any universal vocational provision seems to 
have been related to the priority that firms attached to their ‘managerial 
prerogative’ in selecting and training their young workers. Thus an 
experiment at Hull Technical College was cited where ‘a few selected 
youths’ continued their full-time education until the age of 1644, with a 
guarantee on completion of employment as apprentices at local firms. It 
was pointed out, however, that ‘a serious drawback’ of this scheme was 
that: 


it transfers from the firm to the school a great part of the responsi- 
bility for the selection of apprentices, a responsibility hitherto 
borne by the firm itself, which has had opportunities of observing 
over a period of time the character and the suitability of the boys 
already in its employ.” 


Again, it is clear that employers regarded quality in education and 
training as amounting to more than technical competencies, as the 
phrase ‘the character and the suitability of the boys’ suggests. There was 
general agreement that education and training in the classroom alone, 
even if of the highest standard, was no substitute for on-the-job experi- 
ence. What many employers understood by the latter were personal 
qualities: ‘The first of these is the habit of hard work’, which only the 
‘more ordered discipline’ of practical experience could nurture.** In 
short, only eight and a half per cent of firms wanted full-time vocational 
courses for all workers, but 49.1 per cent favoured part-time vocational 
courses for all workers.” Yet most employers were of the view that the 
latter should be undertaken in the worker’s own time: only 19 referred 
specifically to allowing their employees time off in order to take courses, 
more than half of whom were in the engineering and metal industries.” 

An over-riding need to preserve the ‘managerial prerogative’ in the 
selection and training of young workers is also evident among those 
firms who referred to the issue of whether compulsory part-time edu- 
cation should be made a condition of employment.Almost all employers 
were careful to qualify their support in principle for part-time education 
by insisting that the latter would only benefit those who showed special 
aptitude and interest. A majority pointed out that the costs of disruption 
to workplace routines would more than outweigh the advantages if 
universal attendance were made compulsory. China, pottery and 
stoneware firms indicated that such provision was not necessary on 
the grounds that it was impossible to arrange a sufficient number of 
‘specialised’ classes suitable for all their workers, whilst the 
National Federation of Hosiery Manufacturers’ Associations thought 
that its recruits had to be sufficiently young ‘to learn manipulative 
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operations’,*° and that compulsory part-time attendance would be an 


unwelcome distraction. These views would appear to signify that most 
British employers during this period conceived of their educational and 
training needs largely in terms of motor skills, the qualities of dexterity, 
strength and co-ordination, and that only ‘higher posts’ required any 
input of cognitive and interpersonal skills. On the other hand, repeated 
references to personal qualities like ‘character’ show that they were 
valued in all recruits; and although the precise meaning attached to such 
qualities was very much occupationally specific, there was a general 
consensus among employers that they could only be both nurtured and 
tested in the workplace. 

Several leading employers included ‘General Statements of Interest’ 
in their response to BACIE’s inquiry. In the engineering and metal 
industries, for example, Joseph Lucas Ltd compared the elementary 
school leaver favourably with the better educated secondary school boy: 


Nevertheless, time and time again one finds the Elementary 
School boy making headway against other better educated 
employees, and conclude that this is not only a matter of individual 
exceptional talent, but that the success is due to the employee 
having started at the bottom with some talent and a little edu- 
cation, and so having the advantage of those with a better edu- 
cation (and some talent) but who have started in an atmosphere 
more serene than that of a Factory worker and in consequence 
have never acquired the full knowledge, which cannot be obtained 
in any other way than on the floor of the Factory. Works appren 
tices can obtain to some degree the fundamental elements. 


On the other hand, the increasing tendency of girls to attend secondary 
school until the age of 16 during the 1930s, and then look for supervisory 
or managerial positions, highlighted a serious deficiency in the second- 
ary curriculum generally taken by girls at the time, which could only be 
remedied by the provision of more vocational education. Thus accord- 
ing the National Federation of Launderers, which was a major employer 
of female labour: 


Girls of the Secondary and High School type who enter the 
Laundry Industry can only do so wisely with the object of qualify- 
ing quickly for a supervisory or executive position. The technical 
training necessary can be obtained in three years at the outside, 
but if they commence training at 16 years of age, as a rule they are 
not mature enough for a supervisory position at 19 years of age. 
Consequently, we do not like them to commence their practical 
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training until they are about 18 years of age, and that leaves 
parents with the difficulty of how they are going to fill in the 
intervening two years. If there could be, say, an extra year at 
school with a special curriculum followed by a full time course at 
some Technical school, again with a special curriculum, it would 
be a very great advantage. The kind of subjects that they should 
study would be textiles, costing, including the keeping of exact 
records, and expressing them in the form of graphs, and so on, but 
I do not know of any Educational Institution which has anything of 
the kind available.>’ 


Such divergent views of employers on the kind of pre-employment 
experience they looked for in their young recruits posed formidable 
difficulties for a pressure group like BACIE seeking to represent a 
coherent employers’ voice to government. If such conflicting opinions 
emanated from an organisation representing firms that took educational 
matters seriously, what might be the attitude of the ‘silent majority’ of 
employers? It is clear that officials in the Board of Education were 
themselves aware of this problem. Thus during the protracted dis- 
cussions on educational reconstruction during the Second World War, 
the Board’s Permanent Secretary remarked that ‘neither Industry nor 
Commerce are found to exist as some corporate entities with which the 
education service can establish relations, or for which it can provide 
some common-form services’.°° If employers could not agree amongst 
themselves on the qualities of education and training they expected of 
their young workers, government policy can hardly stand accused of 
ignoring their interests. In October 1937, BACIE followed up its 1936 
Inquiry by holding a conference at Regent Street Polytechnic dealing 
specifically with the question of appenticeship.*? Representatives of 
several major firms and prominent educationalists attended this confer- 
ence. The firms represented included Austin Motors, Renold & 
Coventry Chain, Reckitt & Sons, Tootal Broadhurst Lee, Lewis’s and 
United Dairies. Mr H.M. Brack, Works Engineer at Austin Motors, 
was of the view that the progress of mass production had eroded the 
demand for traditional apprenticeship skills but that a more thorough 
grounding in what have been termed cognitive and interpersonal capaci- 
ties was now required: 


This is an aspect of part-time education which is never fully 
realized by apprentices, nor for that matter by all youths of the 
country. It is almost useless having technical knowledge if one 
cannot use it either for criticism or for imparting to others, and 
whilst the value of education is becoming greater, there is still a 
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long way to go for education to be the value to industry that it 
should be.*° 


Brack also stressed that more attention had to be given to education in 
‘the three R’s’.*! He acknowledged, however, that the extent of speciali- 
sation and the division of labour meant that apprenticeship based on 
one trade or occupation was no longer viable, and he advocated that the 
transfer of apprentices between different firms should be made system- 
atic in order to widen their experience, citing as an example an arrange- 
ment for interchanging apprentices that his own firm had with the BSA 
Tool Co.” Again, Brack emphasised the importance of developing the 
personal qualities of ‘initiative’ and ‘character’ among apprentices, and 
to this end his firm had established a prefect system whereby a com- 
mittee of senior apprentices supervised the lodgings of apprentices and 
exercised ‘disciplinary control through the pocket’. Finally, the chief 
difficulties experienced by the firm included the ‘difficulty of insisting 
upon some definite educational standard due to lack of applicants’; 
parental preferences for getting youth into jobs like clerical work paying 
immediately high wages; and the lack of co-operation among firms in 
arranging for the transfer of apprentices in order that they might obtain 
a ‘comprehensive’ training.“* Concerted action was required so that 
training schemes were made ‘uniform’, although it was urged that the 
study of ‘mechanical subjects’ should be begun at an earlier age in the 
elementary schools, and any aptitude in this direction could thus be 
discovered earlier.” 

These views were generally supported by Mr R.L. Langford, 
Employment Manager at Renold & Coventry Chain Co. Langford 
argued further that apprentices needed much more understanding of 
‘fundamentals’ rather than ‘special techniques’, which again implied a 
wider training than had traditionally been the case, but this was difficult 
to achieve because elementary knowledge of mathematics and English 
among young workers was not sufficiently high. Most existing 
apprenticeships were criticised as ‘not properly organized’ by Mr P. 
Leech, Educational Organiser at Reckitt & Sons, and he urged that 
firms should appoint more apprentice masters or instructors with the 
resources to plan an entire term of apprenticeship in advance.“ Yet it 
was pointed out by Mr E.J. Fox, Managing Director of Stanton 
Ironworks, that his firm had a labour force of 15,000 workers distributed 
over 608 separate establishments, and that of the 2,000 employed who 
were below 21 years of age he could only cater for the educational needs 
of ‘the cream of those who are available’. This diversity of conditions 
faced by employers encompassed commercial as well as industrial con- 
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cerns, and in this respect there was considerable discussion at the 
conference on the effects of office mechanisation. According to Mr J.F. 
McCartney, Staff Controller at Unilever, this required re-thinking the 
way arithmetic and mathematics were taught to young people. What 
was now necessary meant going beyond an ability to master ‘the simple 
answer to an arithmetical problem’ to include an understanding of the 
use of charts and graphs, the metric system and the currencies of the 
world. Commerce did not require the schools to teach ‘vocational’ 
subjects like typing and shorthand but rather a basic knowledge of the 
principles of English and mathematics.” This was also the opinion of Mr 
F.J. Stratton, Assistant General Manager of Lewis’s, who stated that 
‘education for business should concern itself with principles and keep 
away from detail as much as possible’, and who was horrified at the 
prospect that a succession of courses in retailing would lead ultimately 
to the award of a Master’s degree of Retail Selling.” On the other hand, 
it was widely believed that the uneasy relationship between apprentice- 
ship and education in the classroom had to be rationalised by the 
introduction of recognised standards of attainment. In the words of Mr 
T. Dawe of Sir Isaac Pitman & Sons, ‘apprenticeship is a national 
question, and ... what we are after is a national supervision and a 
national system of training, and a national system of recruitment’. 


wm 


The question of the provision of education for employment surfaced 
again during the Second World War. In the short term, as had been the 
case during the First World War, the major priority of policy makers 
was the regulation of the conditions of employment of young people, 
and how best their capacities could be improved in light of their declin- 
ing numbers and enhanced value as a result of the wartime labour 
shortage. In particular, the effect of the government’s various restrictive 
orders regulating the employment of juveniles during the war, by either 
the Ministry’s labour exchanges or the LEAs’ juvenile employment 
bureaux, was that for more than 80 per cent of elementary school 
leavers their choice of work was now subject to direct public control. 
This, it was argued, would give the child ‘an opportunity for choosing 
his occupation more really than was often the case before the war’.*? At 
the same time, however, it was acknowledged that the competition for 
juveniles was so intense that ‘it may not always be the best or the most 
suitable jobs which will carry the highest wages’.°* This reflected a 
widespread concern that the longer term future of young people was in 
danger of being sacrificed to the short term interests of employers in 
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serving the war effort. This led the Board of Education to re-open the 
question of expanding provision of junior technical schools. Yet despite 
the sympathies of the Board’s officials in this direction, it was pointed 
out to R.A. Butler that an extension of education along the lines of the 
junior technical school might be mistaken on the grounds that there was 
little demand for it from employers: provision should be strictly 
‘vocational’, limited to ‘well-defined trades’ organised on a regional 
basis." In particular, legislation making it obligatory for employers to 
train their young workers was dismissed because it would provoke 
‘bitter opposition’ from the majority of firms, would not be supported by 
the Ministry of Labour, and ‘would have awkward repercussions on 
industrial politics in many directions’.°° Thus wartime priorities con- 
tinued to confirm the weakness of the Board of Education, both in 
relation to the autonomy of the local authorities and in relation to the 
claims to resources of more powerful government departments.’ 
Above all, the Board was concerned that its commitment of additional 
resources in this area would not be reciprocated by the co-operation of 
private enterprise. 

This defensiveness of the Board in not wishing to antagonise what it 
regarded as more powerful interests lay behind the vagueness in its 
thinking on how best education could serve the interests of industry. In 
August 1941, for example, a former Permanent Secretary at the 
Ministry of Labour wrote to the Board complaining that its booklet 
Education after the War had only one paragraph referring to the needs 
of industry and commerce, and that ‘this divorce between Education 
and Industry seems to me to be indefensible’.*® The Board’s Permanent 
Secretary was advised, however, that its experience was that the 
National Confederation of Employers’ Organisations, in particular, had 
not responded positively to its educational initiatives in the past. 
Especially in regard to the apprenticeship issue, this hostility had been 
aggravated further by the Ministry of Labour’s equivocal response to 
the Board’s thinking during the course of an enquiry conducted by the 
International Labour Office in 1938.°? Employers’ criticism of the edu- 
cation provided in the elementary and secondary schools was dismissed 
as ‘ill-informed and wide of the mark’.© This exchange suggests that the 
task of adapting educational policy to the needs of industry and com- 
merce was to prove no easier during the Second World War than it had 
been in the 1930s. 

Yet the evidence shows that the Board’s awareness of this difficulty 
did not mean either that its face was set against new ideas or that it was 
ignorant of industry’s educational needs. During the winter of 1940-41 
an informal group of the Board’s officials together with Sir Frank Tribe 
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from the Ministry of Labour had studied the vexed question of technical 
education, and the outcome was the lengthy memorandum already 
referred to, that was submitted to Butler in April 1941.°! Although 
urging that technical studies should remain concentrated in separate 
institutions at the post-elementary level, it shared BACIE’s concern 
that it would be ‘a mistake’ if they were confined to craft instruction of a 
more strictly ‘occupational’ character,” resulting in lack of knowledge 
of the wider principles of production processes. This contrasts with the 
more circumspect approach noted previously in other sections of this 
same memorandum, and reflects a reluctance on the Board’s part of 
following through its thinking to its logical conclusion. Again, the latter 
suggests its lack of confidence in getting what it actually wanted for fear 
of antagonising vested interests, above all the indifference if not 
hostility of the majority of employers. Thus it is noteworthy that in the 
two appendices to this memorandum, which had been written separately 
by the Board’s former Chief Technical Inspector, much more radical 
changes were proposed, including not only a generalised extension of 
technical education in the classroom, but public control of employers’ 
‘managerial prerogative’ in hiring young workers, as well as a drastic 
reduction in the length of the standard apprenticeship.© These ideas for 
fundamental reform were attributed directly to wartime experience.™ 
In fact, the official record shows that Butler himself had an open mind 
on the kind of education for young people that would best meet 
Britain’s economic needs, and that he was only too willing to be pushed 
in new directions if only his officials could supply the evidence and the 
argument. Thus he acknowledged in May 1942 that there was a gap 
between adolescence and ‘attaining manhood’, which could not be 
bridged simply by raising the school leaving age to 15 or 16, and ‘that 
much of the training and education provided in the schools is thus 
allowed to run to waste’.© His view was that the entirety of an adoles- 
cent’s life up to the age of 18 should be regarded as ‘educational’, 
although the precise form taken by the latter was bound to be variable. 
He also recognised that changing industrial conditions now made it 
impossible for youth to acquire an adequate training solely at the 
workplace through an apprenticeship, and that the existing secondary 
curriculum was ‘too academic’ to compensate for what was missing.°¢ 
Above all, Butler agreed that the entry of young people into employ- 
ment needed some kind of ‘official guidance’ ,®’ although he did not go 
so far as to advocate, for example, that employers should be required to 
have licences to hire young workers, or be compelled to notify all 
vacancies to the public authorities. It is true that Butler’s emphasis on 
improving the health and fitness of youth could be ascribed by writers 
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like Barnett to the influence of the anti-industry ‘playing field’ ethos of 
the English public school. But there is considerable evidence to show 
that employers too were keenly aware of the connection between the 
availability of recreational facilities for the development of the health 
and fitness of young workers, on the one hand, and on the other, their 
industrial efficiency.” 

To what extent did the experience of the Second World War affect 
employers’ attitudes to the education and training of young people? In 
March 1942, BACIE held a conference in London on this subject.” In 
his opening address, Butler warned his audience: 


There is no doubt that you are touching upon one of the vital 
problems and one of the great weaknesses of this country. We are 
an industrial country. We took the lead in the last century in 
commerce and industry. The only nation in history which has vied 
with our initiative is the one with which we are in combat now, but 
the serious matter is this: that we fell badly behind in Technical 
Training and Commercial Education . . . It has struck me there 
are too few links between Education and Industry; in fact, the high 
contracting parties, employers and employees on the one hand and 
those who take part in the work of education on the other, seem 
very rarely to have got together. Therefore, if you can help me 
build some proper bridge of a permanent and durable structure 
between those parties on either bank of a wide chasm, you will 
have done something to enable the traffic to flow freely in both 
directions . .. We cannot create an institution in which we can 
totally prepare the young for the adventures and strivings of the 
world of industry which will compare with the facilities you can 
provide as a small appendix to your great enterprises. It is no good 
creating a microcosm of industry and in this form of vacuum trying 
to produce the type desired. The work must be done by a combina- 
tion of the experience in educating which we possess and the 
practical experience and facilities which you possess. Fifty per cent 
of the training must depend upon Industry and Commerce itself.” 


In these few sentences, Butler captured the problem that had preoccu- 
pied both progressive employers and educational reformers alike in 
Britain since the late nineteenth century. 

The conference then divided into separate sessions on particular 
topics. The first session, ‘Preparation for Industry’, was introduced by 
Mr W. Davis, Chairman of the London County Council School of 
Building’s Advisory Committee on the Building Trades. He stressed the 
disruptive effects of the war on his industry, especially in curtailing the 
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supply of skilled craftsmen for the future, which he argued could only be 
met ‘by largely increasing the number of entrants into the Industry 
through the Technical Schools’.”” The present condition of the industry 
meant that employers ‘are not prepared to accept the responsibility for 
the training and education essential to the production of future crafts- 
men’, and Davis argued that compulsory day-release in technical 
schools should be introduced for those up to the age of 16, and compul- 
sory attendance at evening classes after that age.” It is noteworthy that, 
contrary to the received wisdom of the time, he was of the view that the 
standard of education provided in the junior technical schools ‘is practi- 
cally that of the Secondary School’, and was capable of producing 
recruits not only for manual occupations but also ‘for the administrative 
and professional sides’.”4 

During the discussion that followed, there was some debate over the 
possibility that the introduction of mass-production methods into the 
building industry might not reduce its reliance on skilled craftsmen. All 
participants were agreed, however, that there should be a common 11+ 
entrance to all forms of post-primary education, and that the later 13+ 
entry into junior technical schools generally deprived them of the 
industry’s potentially most able recruits.” In a fundamental re-ordering 
of the Board of Education’s priorities, it was also agreed that the 
experience of other countries showed that the education and training of 
personnel preceded the development of an industry, and not the reverse, 
and that technological change required a combination of general works 
experience and ‘a broad theoretical training’, rather than just manual 
skills.’”© Above all, participants were generally of the view that existing 
apprenticeship schemes were too long and haphazardly organised, 
particularly as these were practised by the majority of small firms which 
accounted for most of the building industry’s output.” 

In the second session of the conference, which focused on ‘Prep- 
aration for Commerce’, there was discussion of an innovative scheme by 
the Bristol Education Authority, which had established a Junior 
Commercial School in 1940 in collaboration with the local Chamber of 
Commerce. Representatives from local firms had taken an active role in 
helping to devise a syllabus that closely resembled the secondary school 
curriculum, except that arithmetic included the study of accounts and 
commerce was dealt with as a separate subject: only 30 fg cent of the 
syllabus was described as ‘direct vocational instruction’. The Board of 
Education had approved the award of a Bristol Commercial School 
Certificate, as an alternative to the conventional secondary school 
leaving certificate, which was administered by a joint examinations 
committee comprising representatives from Bristol Education 


Be 

$ si 

se ~ a 
Mee Se oe 


Vie eee 


46 BUSINESS HISTORY 


Authority and the local Chamber of Commerce.” It was pointed out, 
however, that one of the major obstacles to the generalisation of such 
schemes was the widespread view that commercial education was really 
about training secretaries, and it was urged that it was not so much the 
subject matter of education but the manner in which it was treated that 
should be the test of its means of ‘producing culture’.® Yet the success 
of this local initiative in introducing a more ‘realistic’ course of study 
into the classroom, in close co-operation with employers, does not 
support the current orthodoxy which argues that there was an unbridge- 
able gulf between private enterprise and Britain’s educational system 
during this period. 

The third and final session of the Conference discussed ‘The 
Education and Training of the New Employee’ and it was proposed that 
there should be an ‘apprenticeship’ for all juvenile workers in industry.* 
The session was introduced by Mr H.W. Locke, Education Officer of 
Rowntree. What he meant by the ‘New Employee’ was widely con- 
ceived: ‘all persons considered by society to be too young to vote shall 
be considered to be in a state of tutelage or apprenticeship to society’, 
and the ‘state’ was made ultimately responsible for their conditions of 
work.® In particular, it was the government’s proper responsibility to 
establish ‘qualifying standards’ of education and training, to which firms 
should adhere, and that arrangements should be made for the super- 
vision and transfer of apprentices between different employers by quasi- 
public bodies.®? Mr R.A. Miles, Chief Personnel Manager at Standard 
Telephones & Cables, spoke of his company’s successful experiment 
with a works school for all its new recruits, providing both general and 
specialised education in the firm’s own time, which allowed a reduction 
in the length of apprenticeship from five to three years: apprentices 
were only taken on after they had served two years with the company.® 
Again, it would appear from the tenor of these discussions that there 
was little demand from the employers who participated for any signifi- 
cant increase in occupationally specific training in the classroom. On the 
contrary, the wider role of education was stressed as ‘an initiation into 
responsibility’.8° This emphasis on education as an experience that 
should extend beyond the learning of technical competencies had also 
marked BACIE’s pre-war thinking. But what was novel in 1942 was a 
greater acceptance of the need for government or at least quasi-public 
control of syllabuses and standards, and the idea of a generalised form 
of apprenticeship for all young people. 

An organisation like BACIE had as its primary objective, of course, 
the promotion of an optimistic gloss on initiatives involving employers 
and education authorities working closely together, in pursuit of that 
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elusive quality of ‘realism’ which commerce and industry were pre- 
sumed to be in so much need. Yet there were also more critical voices 
who took a less sanguine view of the quality of the provision arising 
from such initiatives. Thus the Institution of Electrical Engineers had 
published a report in January 1942 which severely criticised the stan- 
dards of youth education and training. Whilst industry was accused of 
not taking sufficient responsibility for the education and training of its 
employees, the local education authorities were also found wanting for 
providing courses of instruction that were too narrow or ‘abstract’ for 
the majority of school leavers.®° Official statistics were cited showing 
that only 20 per cent of those leaving the junior technical schools, for 
example, were retained in craft employment, the majority proceeding to 
non-manual occupations, and the continued reliance of young workers 
on evening classes was described as ‘limited’ and ‘inadequate’.®’ This 
latter deficiency, in particular, led to a revival of interest in the aborted 
scheme for part-time day continuation schools, as envisaged originally 
by the 1918 Education Act. During the 1920s, these schools had been 
the victim of both Treasury parsimony and hostility from many 
employers. Butler was now determined to avoid the latter, at least, by 
taking employers into his confidence at an early stage in the Board’s 
discussions of post-war reconstruction, and to this end a meeting was 
arranged with a deputation from the British Employers’ Confederation 
which took place on 21 December 1942. 

In a brief prepared for Butler prior to this meeting, the Board’s 
Deputy Permanent Secretary warned: 


I ought to say that, as I have indicated once or twice previously, I 
do apprehend some risks from opening up discussions with 
employers over any wide field about compulsory part-time con- 
tinued education . . . But until Government policy has been dec- 
lared there is the danger, as I see it, of opponents — and there will 
be opponents ~ thinking that there is still perhaps a possibility of 
sabotaging — or at least emasculating — such proposals. 

At the present time industry is fairly well acclimatized to 
Government direction and I believe the blunt announcement that 
the Government has decided to introduce part-time education for 
all young persons after leaving school up to 18 for not less than the 
equivalent of a day a week will be accepted. I would like us to have 
any necessary talks with industry about what I have called ‘ways 
and means’ when the principle has been established, or has at any 
rate been made clearly part of settled Government policy. 

The folk you are seeing on Monday will, presumably, represent 
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‘big business’ and I anticipate that big business will at least be 
acquiescent and, in some measure, sympathetic towards the policy 
of part-time continued education during working hours. 
Opposition will come from the distributive trades and the ‘little 
men’. 


In a comment made by Butler on this brief, he thanked his Deputy 
Permanent Secretary for writing ‘so frankly’ but added that ‘the contacts 
of the Board with Industry need enlarging’. 

In the meeting that took place with the Confederation’s deputation, 
the importance that the latter attached to the question of continuation 
schools is indicated by the presence of both its President, Sir Harry 
Brand, and its Director, Sir John Forbes Watson. In a note made of this 
meeting, Butler was at pains to emphasise to the employers that day 
continuation classes were part of the Board’s wider policy of stimulating 
the development of ‘more practical forms of education’, including tech- 
nical education, and he acknowledged that ‘there has been an over-bias 
hitherto in our secondary education towards clerical occupations’.” 
Significantly, he added that: 


What it was desired to do was to make a boy, who was preparing 
for industry, feel that he was pursuing a line no less respectable 
than that taken by the boy in the Grammar School, who would 
probably enter an office.” 


The Confederation’s deputation did not express any opposition, in 
principle, to the Board’s ideas. Sir Charles Craven of Metropolitan- 
Vickers indeed welcomed the scheme for part-time day classes if it 
would afford ‘any relief to apprentices attending evening classes.” The 
only difficulty raised was the expected rise in employers’ costs of pro- 
duction in the event that they would have to employ more juveniles ‘to 
maintain the same run of work’, in the context of competitive world 
markets, but Butler gave an assurance that this matter would be investi- 
gated further.” This particular encounter between the worlds of 
education and industry seems to have been much more positive than 
many historians would have us believe was the case at the time. 

What must have been even more encouraging from industry’s point of 
view were the exhaustive inquiries made subsequently by the Board’s 
officials in an effort to quantify the effect on employers’ costs of both 
compulsory day-release and the raising of the school leaving age to 15.™ 
Although Butler had, in principle, committed the Board to such an 
investigation at his meeting with the deputation from the British 
Employers’ Confederation in December 1942, the immediate trigger for 
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this inquiry was a letter from Samuel Courtauld to the Board early in 
March 1943.°° On the basis of enquiries that Courtauld had made 
among rayon yarn spinners and knitters in the Leicester district, and 
among cotton spinners and weavers in Lancashire, he estimated that the 
increase in employers’ costs arising from the introduction of ‘a half-time 
continuation scheme’ alone would amount to between two and a half 
and three per cent of their present costs. This letter was subsequently 
dealt with by the Assistant Principal Secretary of the Board’s Technical 
Branch, who pointed out that this estimate was based on ‘an incorrect 
assumption’ since, in the first place, textile firms employed an untypic- 
ally large proportion of juveniles, and, secondly, it was envisaged that 
juveniles would attend classes for only the equivalent of two half-days 
per week, rather than five or five and a half days.” Despite these 
caveats, however, Butler noted that Courtauld’s letter was ‘a very 
important one indeed’,®*’ and this was the occasion for one of the most 
thorough but little known inquiries undertaken by the Board during the 
Second World War. 

The complexity of the task faced by the Board’s officials in quantify- 
ing the anticipated rise in employers’ costs arising from compulsory day- 
release and the raising of the school leaving age was indeed enormous. 
Doubt was immediately expressed about the possibility of obtaining ‘a 
convincing “actuarial” figure’ because the latter would require data on 
the total industrial wages bill; the proportion preferable to juveniles; 
total wages as a proportion of production costs; and juvenile wages as a 
proportion of these costs.” There was no readily available official 
record of this kind of data. The strategy initially adopted by the Board 
was to instruct its Area Technical Inspectors to approach those firms 
who already had schemes of day-release, and ascertain from them any 
increases in costs which they had incurred. This plan was aborted, 
however, by the understandable reluctance of firms to release what they 
regarded as commercially sensitive information, even assuming that 
they had such information in the first place. Thus the HMI (Her 
Majesty’s Inspector of Schools) for the Rugby area reported that British 
Thomson Houston and English Electric revealed to him only that the 
results of day continuation classes were ‘intangible’, and that precise 
figures were not possible to calculate since they were not involved in 
mass production.” This impasse led the Board to seek the advice of 
other government departments. Initially, it approached the Board 
of Trade’s Statistics Department.'©° The latter recognised the problem 
of calculating an ‘average’ figure, given the wide variations in industry’s 
employment of juveniles and the rise in their wages resulting from 
wartime labour shortages, but suggested that data in the 1935 Census of 
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Production might lead to an estimate of not more than one and a half 
per cent of industry’s total wage bill.1°! The Statistics Department of the 
Ministry of Labour was also approached and they were of the opinion 
that the effect of day-release would: 


result in a rise in employers’ wages costs equivalent, on average, to 
between t% and 1 per cent. of the new output of those industries, 
unless there were a general increase in the efficiency of the 
workers who had attended the day continuation schools. 1°? 


Yet the assumption of increased efficiency made here was virtually 
impossible to prove given the lack of data on the effect of the operation 
of existing schemes, and the likely reluctance of employers having such 
schemes to disclose information to the Board’s officials. 

In this absence of the necessary co-operation from employers, the 
Board was forced back on conjecture in its approach to the question of 
how far day-release would increase young workers’ efficiency and thus 
compensate for any rise in employers’ costs. Thus in a draft note to the 
Board of Trade’s Statistics Department it was baldly asserted: 


While, therefore, the result of these measures is likely to be an 
increase in employers’ costs of production immediately after their 
coming into operation, they will as bring into play a long-term 
factor making for reduced costs. The new entrants to industry at 
15+ will be of a better quality than the old entrants at 14+ thanks 
to the extra year at school, and the quality of the young people of 
15, 16 and 17 will be improved by their attendance at a day 
continuation school. The additional education cannot fail to make 
them more intelligent, and in many cases also it may be expected 
to have a beneficial effect upon physique and character. It is 
reasonable to assume that these benefits will be reflected in 
increased efficiency and greater adaptability on the part of the 
young workers, and also in acceleration of the pace at which they 
can be trained to become fully-productive. This expectation is 
supported by the general experience at Rugby, where attendance 
at a day continuation school has been compulsory for some twenty 


years. 


Yet these assertions were made on the basis of not the slightest shred of 
quantifiable evidence. Even an organisation like BACIE, which was 
favourable to an extension of classroom education, had discovered 
before the War that even among progressively minded employers there 
was scepticism in regard to the relationship between a mere extension in 
the quantity of education, irrespective of its ‘quality’, and an improve- 
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ment in the efficiency of young workers. Moreover, the reference to ‘the 
general experience at Rugby’ rested on no more evidence than the 
impression of a local HMI that firms there had found the benefits of day- 
release ‘intangible’. The Board of Trade’s Statistics Department, in 
particular, found it ‘impossible’ to accept the Board of Education’s 
‘elaborate arguments’ justifying its final estimate that the extra cost of 
getting work done by methods other than juvenile labour would be one- 
third of current juvenile wages, especially since the predicted decline 
in the supply of juvenile labour would tend to increase its price. 
The Ministry of Labour’s Statistics Department was similarly 
unconvinced.?™ 

Yet in the continued absence of precise data from employers them- 
selves, and despite the reservations of the Ministry and the Board of 
Trade, the Board of Education remained content to repeat its earlier 
assertions, only now in an even more extreme form. Thus ‘the experi- 
ence at Rugby’ was re-stated as: ‘It is the universal experience of the 
Day Continuation Schools now in existence that the training which the 
young workers receive in them makes them more efficient workers.” 
The Board’s uneasiness as to its own position on this question led to one 
final attempt by Area Technical Inspectors to obtain precise information 
from employers at Rugby, but it was admitted in response that ‘no 
absolute evidence’ was available.!”’ The only additional information 
obtained concerned Rowntree’s Day Continuation School in York, but 
this was significantly different from the evidence justifying the Board’s 
earlier claim: 


The Firm made no adjustment of rates of pay when the DCS was 
started, to cover lost working hours. From the financial point of 
view the Firm regards the DCS as an insurance scheme whereby 
premiums are willingly paid in order that advantages (efficiency, 
contentment and desire for promotion) shall accrue to the Firm in 
later years . . . At present, the Firm is paying full wages for eleven 
selected boys (15'4 years old) who attend the DCS for 22 hours per 
week. 18 


This example of a highly selective scheme practised by one of the most 
progressive firms in British industry, where any gains in short-term 
efficiency were discounted, was hardly convincing evidence from the 
Board’s point of view. It could also be scarcely represented as typical of 
British employers as a whole. 

Finally, the impressionistic findings by Her Majesty’s Inspectorate of 
day-release schemes of firms in the Manchester area stressed that 
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employers were struck more with the ‘intangible’ benefits of classroom 
education, rather than with its potential for improving the technical 
competencies and industrial efficiency of young workers. Thus most 
firms were reported as regarding day-release as a type of ‘welfare’, 
whilst only two recognised its value in terms of efficiency.‘ Tootal 
Broadhurst, for example, stated that attendance was seen ‘as an invest- 
ment with a possible dividend in increased tone and character of 
workers’, with the ‘cost’ coming out of profits, whilst Massey’s, a firm 
of general engineers, conceived it as a ‘moral gesture’ and that the large 
proportion attending showed little benefit."° Whether the current orth- 
odoxy that British employers in this period should have demanded more 
formal education of their new recruits remains an open question, which 
has been posed with the benefit of hindsight, but the contemporary 
evidence indicates that this is not a genuinely historical question, which 
concerned most employers at the time. What does seem to be strikingly 
clear is that if British employers did not get what they wanted from the 
educational system, this was definitely not a result of the principled 
unwillingness of the Board of Education’s officials to co-operate with 
them. 


TV 


How did employers react to the 1944 Education Act? In May 1944, the 
Education Committee of the Federation of British Industries (FBI) 
published a little booklet on the implications of the Act.™? Although 
clearly not based on an exhaustive inquiry among its membership, this 
publication is of interest in showing how the officials of Britain’s peak 
employers’ organisation envisaged how the new legislation would affect 
their members’ interests. In regard to the prospect of compulsory part- 
time education for those aged between 14 and 18, for example, the FBI 
was of the view that this would intensify further the wartime shortage of 
juveniles, and that as a result ‘quality’ would become increasingly 
important.'!? As was the case with the findings of BACIE’s pre-war 
inquiry, however, quality was ‘not merely concerned with the effect 
which education will have on a man’s skill in his job’, but included 
among its objectives the development of ‘a properly integrated and 
happy individual’ who was also ‘a good citizen’, irrespective of the 
occupation held.!!* Again, there was little indication that employers 
required an extension of classroom teaching of vocationally specific 
skills, but rather what they wanted was a basic knowledge of English, 
mathematics, science and wider ‘cultural conditions’.1» In particular, 
those indirect ‘qualities’ of education like the development of ‘self 
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discipline and the team spirit’ were emphasised.'’* It was the absence of 
these qualities, in addition to insufficient grounding in the ‘3 R’s’, which 
were cited as the main deficiencies of young workers," rather their lack 
of knowledge of specialised technical competencies. 

The FBI attached particular value to the ‘training and development of 
character’, which in the past, it argued, had benefited from the existence 
of a large number of independent public schools, and it urged that their 
facilities should be made more widely available.'!® It deplored, how- 
ever, the tendency of leavers from the public and secondary schools to 
shun careers ‘in the production departments of industry’, in favour of 
finance, distribution and general administration.!!* It was felt that an 
equalisation in the status of grammar, modern and technical schools 
would help to rectify this bias, and industry would stand to gain from the 
consequent ‘even spread of talent as between the three types of 
schools’.!2° The dominance of the secondary school leaving certificate 
would subsequently have a less ‘cramping effect’, and could be usefully 
complemented by other forms of assessment like psychological and 
aptitude tests.!*' Some of the FBI’s views contrast quite sharply with 
the pre-war insistence by many employers on a strict definition of the 
‘managerial prerogative’. It favoured exchanges between employees of 
private firms and members of the teaching profession, and it admitted 
further that apprenticeship schemes needed to be ‘worked out in close 
co-operation with the education authorities’. Finally, no opposition 
was expressed in principle to the idea of compulsory day continuation 
schools. 

Yet the disproportionately large part of this booklet that was devoted 
to the value of public school education suggests that employers’ assess- 
ment of their skills requirements, in terms of a mix of motor, cognitive 
and interpersonal capabilities, had not changed fundamentally since the 
1930s. Indeed, the qualities of character, leadership and team spirit 
commonly associated with this kind of education reflected the tradition- 
ally high priority attached by the British business community to the 
possession of what have been termed ‘organisation assets’. The latter 
include long service in the same firm, an age of recruitment of usually 
25 years or less, and promotion based on sponsorship and personal 
patronage. These ‘organisation assets’ were the criteria most trusted by 
employers as proxies for their perceived need of cognitive and inter- 
personal skills, but they were expected only of those who aspired to 
positions of responsibility. Loyalty and commitment to the firm were the 
only qualities demanded of all employees, whilst job-specific motor 
skills were deemed adequate for the large majority, hence the value 
attached by most employers to traditional-style apprenticeship systems. 
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The FBI’s booklet showed little appreciation of the fact that technologi- 
cal change was going to place more emphasis on ‘cultural’ rather than 
‘organisation’ assets, that is qualifications accredited by professional 
associations,!*4 and that the latter were to be required of a much larger 
proportion of employees than had hitherto been the case in British 
industry. This failure to recognise that employers’ requirements for 
cognitive and interpersonal capabilities extended much more widely 
than posts of high responsibility was perhaps the most serious of the 
educational ‘missed opportunities’ of this period. 

How far was government as well as employers responsible for this 
failure? Contrary to much of the received wisdom, the findings of this 
research indicate that, with the exception of specialist scientific and 
technical posts, there was little generalised demand from most firms for 
vocationally specific classroom education throughout this period. In this 
respect, therefore, the Board of Education can hardly be criticised for 
not providing something that few employers really wanted. Where the 
Board can be faulted was the passive reliance of most of its senior 
officials on proving a prior need before they were prepared to im- 
plement new initiatives. Only among some technical educationalists and 
the Board’s own Technical Branch HMI was there a realisation that 
what was required was a greater understanding of the principles or 
fundamentals of production processes, which had to be much more 
widely disseminated before new industrial developments could take 
place. There seems to have been little appreciation in this period, by the 
Board’s senior officials as well as most employers, that a thorough 
grounding in such principles was essential for the cultivation of the 
cognitive skills upon which industry was coming increasingly to depend. 
It is this component of educational ‘quality’ that has been overlooked by 
most historians as well as contemporaries at the time. 

The findings of this research also offer little support for the accusation 
that the Board of Education was imbued with anti-technology and anti- 
business attitudes. Before the war, it had sought to develop regular 
contacts with BACIE, for example, although its officials were aware 
that this pressure group did not necessarily represent the views of most 
British employers. Above all, the Board’s wartime investigation of the 
effect on employers’ costs of the introduction of compulsory day-release 
and the raising of the school leaving age to 15 highlights its sensitivity to 
their interests. In fact, the experience of Area HMI during this inquiry 
suggests it was industry that resented the Board’s intrusion into its 
domain in not providing it with quantifiable data on the effect of day- 
release on costs of production. But this episode does emphasise not so 
much the anti-industry bias of the Board but rather its lack of specialist 
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staff, which forced its officials into the protracted ‘triangular correspon- 
dence’ involving itself and the Ministry of Labour and the Board of 
Trade. This difficulty of inter-departmental co-ordination in policy- 
making points to the historic strength of the British ‘regulatory’ state, 
but its weakness as a genuinely ‘developmental’ one.’* This deficiency 
in government capabilities was reciprocated, in turn, by the disorganisa- 
tion of employers who did not exist as ‘corporate entities’ with which the 
departments of state could correspond, despite the efforts of an associ- 
ation like BACIE to represent their views on educational matters. 

Looking forward to the post-war years, when much of the momentum 
behind wartime educational reform seems to have been dissipated, 
why was so little achieved in improving the effectiveness of the edu- 
cational system for Britain’s international economic competitiveness? In 
one respect, this failure was the outcome of the continuing influence of 
deep-seated historical processes that had shaped the formation of the 
British middle class. Thus it has been argued that the early ‘colonisation’ 
of the educational system by professional workers meant that relatively 
few British employers were accredited: their careers and positions relied 
primarily on firm-specific organisation assets.’”” This implied not only 
that there was a sharp divide between the professional middle class and 
the business community in Britain, in comparison with most other 
industrialised countries. It also meant that, consequently, the working 
lives of most employers did not impress of them the need for the 
generalised cultivation among their employees of cognitive capabilities, 
which are most directly measured by the credentials or ‘cultural assets’ 
of the professional middle class. In the post-1945 period, a survey of 
business histories shows that the selection and training of managers was 
still based largely on non-credentialist criteria, and that the public 
education system was seen to play a marginal or at best an indirect role 
in this process.’ This explains the emphasis in the FBI’s 1944 booklet 
on the qualities of character, loyalty and team spirit, regarded as so 
important in industry, and which were seen as the chief advantage 
enjoyed by those educated in the independent public schools. What was 
absent, of course, was a recognition of the significance of accredited 
cognitive capabilities, grounded in a knowledge of the principles of 
production processes, which could not be acquired solely in a firm- 
specific organisational career based around internal labour markets. 
Ultimately, therefore, it was the experience of British employers them- 
selves that made them neglectful of skills formation relevant to the 
productive economy. 

In another respect, however, employers were not encouraged to re- 
think radically their educational requirements because of the effect of 
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the policy priorities of the Labour government of 1945-51. The view of 
the recent historiography is that the received wisdom of this adminis- 
tration’s neglect of ‘supply side’ micro-economic policy, in its pursuit of 
welfare reform and macro-measures like nationalisation, is in need of 
correction. Initiatives like the Anglo-American Productivity Council 
and the establishment of the British Institute of Management are cited 
as examples of the government’s interest in the related issues of indus- 
trial efficiency, productivity, and education and training.'”? Yet it is 
admitted that the ‘average industrialist’? was deeply suspicious, for 
example, of the idea that business management needed to be made 
more professional, which is attributed ‘to deeply ingrained beliefs that 
good managers were “born and not bred” ’.1°° Whilst the latter may be 
explained, in part, by the long-standing reliance of British employers on 
organisation rather than cultural assets, there were also more immediate 
considerations bearing upon their attitudes to education and training, 
which may also account for their indifference if not hostility to policy 
innovation. Thus although it may be true that the Labour government of 
1945-51 did not ignore ‘supply side’ policies, it can still be argued that its 
priority was a macro-economic strategy determined crucially by 
Britain’s international position. The government and its advisers were 
preoccupied, above all else, with solving the dollar shortage. This led to 
the implementation of a particular ‘regime’ of accumulation or econ- 
omic growth aimed at expanding manufactured exports to traditional 
markets in the Sterling area, including the Commonwealth: the poten- 
tially richer markets of western Europe with their demand for more 
sophisticated products were neglected.'3! But this policy of making 
domestic growth dependent on the accumulation of world currencies, 
especially US dollars, made it imperative that the production of estab- 
lished export industries had to be not only increased but given priority, 
in terms of manpower and raw materials, over newer areas of pro- 
duction. In light of the fact that most of the former industries were not 
intensive in their use of human capital, but depended primarily on 
motor skills acquired through apprenticeship, it is perhaps not sur- 
prising that industrialists in these prioritised sectors were sceptical 
of the government’s supply-side initiatives like the Anglo-American 
Productivity Council. Many of the ideas associated with them were 
simply not seen as relevant to the educational and training needs of the 
average shipbuilder or textile firm, which at the time was being exhorted 
to devote all its resources to maximising production in the short-term. 
Perhaps it was a lack of coherence between the Labour government’s 
macro-economic objectives on the one hand, and its supply-side ‘moder- 
nisation’ policies on the other, that may have actually reinforced the 
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conservatism of most British employers in their attitudes to education 
and training in the immediate post-1945 period. 
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Origins, Growth and Concentration of Bank 
Capital in South Africa, 1860-92 
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The world economy experienced rapid growth in the second half of the 
nineteenth century, growth that encompassed all the continents of the 
world and reached out to include the capital employed in South African 
banks. While in the long run technological progress and efficient 
economic organisation were the driving force behind this growth, in the 
second half of the nineteenth century external trade grew faster than 
world produce and the international economy experienced export-led 
growth. This growth of international trade was of an order not hitherto 
known in the history of mankind. Between 1850 and 1914 world trade 
increased tenfold from around £800 million to £8,000 million, as more 
and more regions of the periphery were drawn into the economic orbit 
of the expanding North Atlantic core. South Africa was one of these 
peripheral regions that responded to the signals coming out of the core, 
first by its production of wool, and then by the mineral bonanza that 
began in 1870 with the discovery of diamonds at Kimberley. The first 
banks emerged in the 1830s in response to the demands of the external 
trade generated by this growth and, while the volume of imports and 
exports remained moderate, the relatively small local banks were able 
to meet local needs. This changed in the late 1850s, when a decade of 
rapid growth initiated a boom in bank formation that in turn led to the 
arrival of the first of the large imperial banks in 1861. 

A similar situation had existed in Australia in the 1830s. There 
development occurred about a quarter of a century earlier than in South 
Africa, with the first local banks being formed in the decade after 
Waterloo in response to demands for currency and for the means of 
financing external trade. From these humble beginnings in 1817, the 
great pastoral boom of the 1830s triggered a burst of local bank forma- 
tion and eventually led to the first imperial banks’ arrival in Australia.! 
Australia led the way in the development of London-based banks 
founded expressly for business outside Britain. South Africa had to wait 
another quarter of a century before a similar pastoral boom led to 
imperial banks entering the Cape Colony. 
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Mackay, over 60 years ago, noted that bank formation in Australia 
had occurred in clusters, in 1817-30, 1834-41, 1851-55, 1863-73 and 
1919-26.” South Africa experienced a similar pattern of bank formation, 
with clusters of banks being set up in 1838-39, 1844-54, 1857-62 and 
1891-92. The entry of the imperial banks into South Africa also fol- 
lowed a not dissimilar pattern to that of Australia. Two banks, the Bank 
of Australasia and the Union Bank, spearheaded the move of London- 
based banks into Australia: two banks, the London & South Africa 
Bank and the Standard Bank of British South Africa, led the move into 
Africa. Both countries also attracted the ill-fated Oriental Bank, but 
whereas its failure in India led to the Bank of Africa being founded 
upon its ruins in South Africa, its Australian branches were less success- 
ful. They converted themselves into the New Oriental Bank that failed 
in 1892. The Bank of Africa, by contrast became the second most 
powerful bank in the Cape very quickly and provided the Standard 
Bank with formidable competition. Eventually, three of South Africa’s 
leading imperial banks came together in the Standard Bank. This, too, 
happened in Australia, but whereas the South African amalgamation 
movement was completed in 1920, that of Australia had to wait until 
1970. 

Pastoral farming had drawn the imperial banks to both Australia and 
South Africa, but thereafter their experiences diverged. In Australia the 
pastoral boom of the 1850s led irito the gold bonanza of the 1850s that 
triggered a fresh burst of bank formation. In South Africa, the discovery 
of gold on the Witwatersrand did not trigger a burst of bank formation. 
It eventually led to the last of the Victorian imperial banks entering 
South Africa in 1891 and it helped to create the conditions that led 
President Kruger to try and establish his own Transvaal-based bank; but 
it did not lead to a host of local banks developing. The reason for the 
difference is simple. In the 1830s banking was still experimental. 
Company law was not yet clearly established and joint stock, multi- 
branched banking was only just beginning to establish itself in England. 
Half a century later banking practice was solidly established within 
South Africa. Deposit banking in South Africa in the 1880s was the 
normal pattern and the amalgamation movement was already under 
way. Large banks with large resources were able to meet the burgeoning 
demands emanating from the gold-fields without the addition of new 
banks. 

At all times the bulk of the capital employed in South African banks 
originated within South Africa. This was in sharp contrast to the early 
Australian experience. Nevertheless the arrival of the imperial banks 
did fundamentally alter the situation, for it led to a change in control 
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from colonial boards of directors to metropolitan ones. This happened 
first in the Cape Colony, because there was sufficient business in the 
Cape to attract metropolitan-based banks to enter the Colony. Vigorous 
competition combined with better management then ensured their 
growth and the consequent demise of the local Cape banks. The transfer 
of control was complete by 1892. However, the process occurred rather 
later in the other colonies, where local support, especially from the 
governments of the Orange Free State and Natal, prevented the 
Cape-based imperial banks from absorbing local banks. Eventually, the 
gold-driven National Bank was able to take over the local banks of 
Natal and the Orange Free State, and maintained a vigorous indepen- 
dence, despite its reliance upon non-South African capital, and the 
presence of a London-based board of directors, until its over-hasty 
expansion led to its downfall and absorption into Barclays Bank in 1926. 

The dominance of local capital in the South African banks was made 
possible by the growth of the imperial banks’ reserves from profits 
generated within the country and by their practice of taking over local 
banks by means of share exchanges. This did not occur rapidly. The 
reserves of the imperial banks began to grow rapidly only in the late 
1870s, and this was entirely the result of the Standard Bank’s prudent 
policy of ploughing a considerable proportion of its profits back into the 
business. A similar development had occurred in Australia, where the 
reserves of the imperial banks began to grow only in the 1850s, towards 
the end of their second decade of banking experience.* Two of the first 
three imperial banks to enter South Africa lost their independence, one 
as a result of losses that led to its absorption into the Standard Bank, the 
other as a result of a gentlemen’s agreement. Even though the growth of 
the imperial banks’ capital coincided with the demise of the local Cape 
banks, either by amalgamation or by liquidation, the proportion of 
imperial capital never rose to 50 per cent of total capital employed, 
because the growth of reserves and amalgamations by share-swaps more 
than counterbalanced the losses incurred both by the local Cape banks 
and by the imperial banks. 

In the nineteenth century, then, the experience of the Cape was 
different from that of the other three colonies that were to come 
together to form the Union. What happened in the Cape in the 30 years 
prior to 1892 foreshadowed the amalgamation movement that was to 
sweep over Britain and Australia in the 30 years after 1892, and which, 
in the early twentieth century was to bring about a most extraordinary 
example of banking concentration in South Africa. 

The state of affairs came about for one main reason: better manage- 
ment. In the developing international economy of the mid-nineteenth 
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century, much has been written about the flows of trade, capital and 
labour across international boundaries. So too has the importance of 
technology transfers been recognised; but comparatively little attention 
has been given to the transfer of business skills. Yet is was this transfer 
that ensured the survival of the British-owned banks in South Africa, 
just as it ensured their survival in Latin America.” Locally owned banks 
were less able to resist the demands of local businessmen, and were 
prone to grant generous accommodation in times of business optimism. 
The imperial banks, founded in England and tightly controlled by 
boards of directors in London, needed to employ highly skilled 
managers and particularly general managers on the spot in South 
Africa, if they were to retain firm control over far-distant operations. 
Strict rules were to be enforced over the granting of loans, whether by 
means of overdraft, or by way of bills discounts, and regular inspection 
of the branches was essential. The skill in setting up the administrative 
machinery to ensure effective control by the boards of directors in 
London was responsible for the survival and growth of the imperial 
banks. 


II 


In the Cape, and unlike Australia, the arrival of the imperial banks, led 
by the London & South Africa Bank (founded in 1860) and the 
Standard Bank (founded in 1862), spelled the doom of the local banks. 
This did not happen immediately, for the early 1860s were years of 
considerable agricultural prosperity, and the local fair weather banks 
continued to flourish, a state of affairs which came to an abrupt end in 
1865. The agricultural depression that commenced then brought about 
a sharp reduction in the number of local banks. Another period of 
depression beginning in 1876, three years after the onset of the ‘Great 
Depression’ world-wide, reinforced this trend and within three years, 
the number of independent banks had fallen from 19 to 11. The first of 
the imperial banks, which had lost half its capital in 1776, also went 
under. It was absorbed by the Standard Bank in 1877.6 When the 
depression deepened in 1881 a further spate of failures followed, and 
even the Standard Bank had to take £130,000 from its reserve fund after 
incurring losses of £350,000.’ The crisis of 1890 carried away the rest of 
the local banks. 

Thus, within the space of a quarter of a century, the Cape Colony saw 
the virtual extinction of its locally owned banks. Four crises, beginning 
in 1865, 1876, 1881 and 1890, had destroyed them, leaving two imperial 
banks triumphant, the Standard Bank, that had first opened its doors in 
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TABLE 1 
PAID-UP CAPITAL AND RESERVES OF BANKS IN THE CAPE, 1860-92 


Year ended Cape Banks Imperial Banks All Banks 
31 Dec. £ £ £ 

1860 945,186 — 945,186 
1862 1,106,538 525,000 1,631,538 
1864 1,131,932 1,043,520 2,175,452 
1866 1,162,157 997,570 2,159,727 
1868 1,080,696 950,050 2,030,744 
1870 929,752 914,350 1,844,102 
1872 836,941 948,320 1,785,261 
1874 591,094 1,345,309 1,936,403 
1876 645,733 1,233,294 1,879,067 
1878 555,128 1,371,936 1,927,064 
1880 642,441 1,750,000 2,392,441 
1882 728,651 2,030,000 2,758,651 
1884 591,448 1,975,000 2,566,448 
1886 396,644 1,695,000 2,091,644 
1888 378,229 1,770,000 2,148,229 
1890 100,979 1,905,000 2,005,979 
1892 8,300 2,177,660 2,185,960 


Source: Cape Blue Books and E.H.D. Arndt, Bankıng and Currency Development in 
South Africa, 1652-1927 (Cape Town, 1928). 


the Cape in 1863, and the Bank of Africa, that had emerged in 1879 out 
of the wreckage of the Oriental Bank. Its Australian counterpart was 
less fortunate: the New Oriental Bank expired in 1892.8 

This quarter of a century was a period of rapid economic growth in 
the Cape, fuelled first by agricultural expansion based on sheep, then by 
the diamond boom of the 1870s and early 1880s, and finally by the 
discovery of gold in the Witwatersrand. In the half-century after 1820 it 
was the needs of agriculture and overseas trade that had supported the 
banking structure of the Cape and had permitted the growth of large 
numbers of small banks; but it had not generated sufficient wealth to 
finance a railway system. All this changed in 1870 with the discovery of 
diamonds in Kimberley. The mineral discoveries and the boost to the 
economy that accompanied them led to a sustained increase of the 
volume of banking business, to a significant increase in the revenue of 
the government, to a boom in both exports and imports, and to a 42 per 
cent increase in banking capital in the three years after 1870 (Table 1). 

This growth in banking capital occurred in two ways, one as a result of 
the founding of new banks and the other as a result of the increase in the 
reserve funds of the existing banks. An increasing proportion of banking 
capital was owned overseas in Britain, partly as a consequence of the 
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appearance of new imperial banks, but also as a consequence of the loss 
of Cape banking capital when local banks went under. When local banks 
were taken over by an imperial bank, they usually received the imperial 
bank’s shares in exchange for their own local ones, so that although 
ownership of the capital did not change, control did, for the imperial 
banks were tightly controlled from London. 

British banks eschewed mobilier type practices: they were not devel- 
opment banks; they did not consider it was their function to bring 
development capital into the country. Their function was to mobilise 
local domestic saving for that purpose. So successful were they at this 
task that there were many years in the last two decades of the century 
when surplus funds invested in London accounted for half their assets. 
Banking capital in the Cape was there to provide a cushion of security to 
the banks, which were lending other people’s money to other people 
and this cushion of security grew rapidly in well managed banks. 


Ii 


In 1860 there were 23 local banks in the Cape Colony and one imperial 
bank, the London & South Africa Bank, which had just been founded in 
London. This was more than in Australia, where 26 banks had been 
established by 1860, but six had already failed and three had been 
absorbed by other banks.’ Some of the Cape banks were well estab- 
lished, with capital bases of £100,000, large by local standards, but small 
even by English provincial standards. There were clearly too many small 
banks with reserves inadequate to withstand a long depression. Total 
paid-up capital from within the Cape amounted to £789,591, to which 
reserve funds of £130,595 should be added, giving a total capital 
employed in 1860 of £920,000 (Table 1). 

The coming of the imperial banks injected a new element into the 
picture, for they were very much larger than the local banks. The 
London & South African Bank commanded more than twice the capital 
of the largest bank then in the Cape, when it opened in June 1861; and 
the Standard Bank’s paid-up capital surpassed that of the London & 
South African Bank early in 1863. By 1880 the paid-up capital of 
imperial banks which were controlled in London amounted to almost 
three-quarters of the total paid-up capital and reserves of the banks 
operating in the Cape. 

The reserves may be considered local Cape capital, because they 
came from the balance of profits earned in South Africa. A portion of 
the imperial banks’ paid-up capital also came from local Cape sources. 
The proportion of metropolitan capital of the banks operating in the 
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Cape, therefore, was smaller than the paid-up capital of the imperial 
banks. Since we do not know the proportion of imperial bank, shares 
owned in South Africa, for the purposes of this paper all the paid-up- 
capital attributed to the imperial banks will be included in the overseas 
total.!° This enlarged total, though, represented only a fraction of the 
resources mobilised by the banks in the Cape. Most capital for develop- 
ment came from within the country. 

The main functions, therefore, of the capital of the imperial banks 
were to provide a cushion of security — a function common to all the 
banks — and to provide the means of enforcing sound management 
practices upon far distant branches, catering to the needs of a primary 
sector that had been enjoying considerable prosperity in the fifth and 
sixth decades of the century. The second of these two functions was the 
more important one. 

The arrival of metropolitan capital in the form of the imperial banks 
coincided with a boom in bank formation in the Cape that was impervious 
to the international financial crisis of 1857. In 1857 one new bank was 
floated, the Wellington Bank, and in 1858 another, the Uitenhage Bank. 
Then the tempo picked up, with two banks being founded in 1859, three 
in 1860, four in 1861 and three in 1862. The background, therefore, to the 
arrival of the imperial banks was the establishment of 12 new banks in the 
Cape Colony in the four years from 1858 to 1862. In these years bank 
capital in the Cape had been augmented by £628,082, but only £103,082 
had come from within the Cape. At the end of 1862 £525,000 of this had 
been raised by the two imperial banks, a sum which had risen to 
£1,043,520 by the end of 1864, as the London & South Africa Bank called 
up an additional £100,000 and the Standard Bank increased its paid-up 
capital and reserves to £543,520. Between 1860 and 1864 the two imperial 
banks had mobilised £987,520 in the form of paid-up capital, to which the 
Standard, prudent from the very beginning, had added a reserve fund of 
£56,000. At that date the proportion of paid-up capital and reserves 
contributed by the two imperial banks amounted to 48 per cent of the 
total bank capital and reserves in the Cape (Table 1). 

Banking capital in the Cape had almost doubled between 1860 and 
1864 from £1,120,186 in 1860 to £2,175,452 in 1864. Thirty-two years 
later, when only the tiny Stellenbosch District Bank remained indepen- 
dent, total capital employed was only marginally more than in 1864; but 
in 1892 the imperial banks accounted for 99.6 per cent of it. The Cape 
Colony consequently passed through the period of the diamond dis- 
coveries at Kimberley and the early rush years of Johannesburg without 
any increase in its banking capital. These years, moreover, were the 
years when the Cape built its railway network and when significant 
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growth occurred in the economy, notwithstanding the crises in agricul- 
ture after the wool collapse in the mid-1860s and the world-wide ‘Great 
` Depression’ reached South Africa in the 1880s. 

The experience of the Cape contrasted strongly with that of Australia, 
where the 30 years following the arrival of the imperial banks saw a 
30-fold increase in the paid-up capital and reserves of the country’s 
banks, from around £500,000 to over £10 million, before the combined 
impact of pastoral expansion and the gold discoveries. In South Africa 
the 30 years following the arrival of the imperial banks saw little or no 
increase in the total paid-up capital and reserves of the banks. As a 
result, the paid-up capital and reserves of the Australian banks, which 
were something over five times those of South Africa in 1860, had grown 
to over nine times the South African total in 1892. In this respect the 
timing of the imperial banks’ arrival in Australia was more fortunate 
than that of their counterparts in South Africa. 

The locally owned Cape banks tended to be fair weather banks that 
flourished when the sun shone on the Colony’s agriculture and then 
withered away before the impact of drought, over production and the 
difficulties encountered in establishing strict quality control in wool 
production. The engine of growth that called them into existence was 
agricultural expansion; it was agricultural contraction that led to the 
departure of many of them. The quality of management was the key 
factor in determining survival and this was generally of a higher order in 
the imperial banks, but not always though, as it was losses outside South 
Africa and not losses within the country that brought down the Oriental 
Bank in 1879. 

The London & South Africa Bank also carried heavy losses in the 
1870s, when it had to write down its paid-up capital by £300,000 and 
agree to be taken over by the Standard. For the local banks, surrounded 
by their own shareholders, many of whom were their principal cus- 
tomers, the introduction of professional management was much more 
difficult than it was for the imperial banks with their far distant boards of 
directors. Banking in a staple economy dominated by one product was 
not easy, as the locally owned banks in the American West were 
learning in these years, yet two large joint stock banks survived and 
flourished, suggesting that the Cape benefited from the arrival of the 
imperial banks. This contrasts with the American West, which suffered 
from the absence of sound joint stock banks in these years, but may be 
compared with Australia where 16 local banks failed between 1832 and 
1892, but only two major imperial banks, the Oriental and the Bank 
of South Australia, failed, both in 1892 and both victims of bad 
management. 
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The disappearance of the locally owned Cape banks did not always 
mean the banking capital was proportionately diminished. This of 
course happened when a bank went into liquidation, but not when it was 
taken over by another bank. The oldest bank, the Cape of Good Hope 
Bank, founded in 1838, increased its paid-up capital in the early 1880s to 
£350,000 and this was further bolstered by a reserve fund of £90,000. 
Yet its losses were even larger and in 1890 it was liquidated. The first of 
the liquidations began in 1868 with the George Bank, followed in 1969 
by the Frontier, Commercial & Agricultural Bank, which until then was 
the second largest bank in the Colony. Altogether 12 banks were 
liquidated between 1868 and 1891, including the two oldest banks in 
Cape Town. Many more incurred heavy losses and then rushed into 
mergers with stronger banks that in turn were taken over by one of the 
imperial banks. In this way, for example, the Eastern Province Bank 
amalgamated with the Oriental Bank in 1873, along with the Port 
Elizabeth Bank, the South African Central Bank and the Queenstown 
Bank, an unwise decision as it turned out, because the Oriental Bank 
itself was liquidated six years later. More prudent or more fortunate 
banks amalgamated with the Standard Bank, which, between 1862 and 
1890, took over ten of the local Cape banks. Few local banks took the 
initiative in arranging local amalgamations, either from lack of interest 
or lack of resources. The two exceptions were the Eastern Province 
Bank, which took over the Cradock Union Bank in 1865, and the Cape 
of Good Hope Bank, which took over the Graaf Reinet Bank in 1878. 
Both were unpropitious and eventually led to their liquidation. Table 1 
provides the details of the growth of banking capital in the Cape from 
1860 to 1892, when the last significant local bank, the Worcester 
Commercial, was taken over by the newly arrived African Banking 
Corporation. In 1892, with the insignificant exception of the small 
Stellenbosch District Bank, all the banking capital employed in the 
Cape was concentrated in the hands of the imperial banks, all of which 
were striking examples of what Mira Wilkins calls free-standing compa- 
nies, companies with their head offices in one country and their business 
in another. 

The triumph of the imperial banks took place without any increase in 
the total bank capital employed in the Cape. The boom of the 1850s and 
early 1860s had seen the capital employed increase very substantially. In 
the first four years of the 1860s it almost doubled from £1,145,186 to 
£2,175,452. Twenty-eight years later in 1892 it had barely changed, 
though prices had fallen in the 1880s. What the imperial banks had 
done, therefore, was to bring about a change in the quality of the capital 
employed and with it a change in the quality of the management 
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employed. With London calling the tune, prudent banking was to be the 
order of the day, a factor of no mean importance during both the early 
days of the Kimberley diamond diggings and the gold discoveries in and 
around Johannesburg. The graft and corruption that permeated in the 
government of Paul Kruger did not spill over into the banking system. 

The dominance of imperial capital occurred in just over a decade. At 
the beginning of 1860 all the banking capital was local. Less than five 
years later at the end of 1864 the capital employed by the two imperial 
banks had come within a hair’s breadth of matching that of the local 
banks. The severe agricultural depression that hit the country in 1865 
then delayed the progress of the imperial banks, which were obliged to 
write down their capital in response to the unexpected losses that they 
had incurred. For five years their losses reduced their capital, during 
which time the Standard Bank tightened up its management structure, 
over-ruled independent-minded local boards of directors and imple- 
mented the system of administration by a general manager responsible 
to the board in England. By 1870 the worst was over, and in the 
following year the capital employed by the imperial banks recom- 
menced its upward movement and overtook that of the local banks. This 
change in the relative standing of the imperial banks would have 
occurred sooner or later, but in the event it was expedited by the 
severity of the agricultural depression that enveloped the Cape. 

The capital of the imperial banks first exceeded that of the local banks 
in 1871, was double that of the local banks in 1874 and more than treble 
by 1881. It was four times as great in 1886, five times as great in 1889, 19 
times in 1890 and more than 70 times in 1991. It was not an uninter- 
rupted triumph, though. The capital of the imperial banks fell from 1866 
to 1879, from 1875 to 1876 and again from 1882 to 1886. Conversely, the 
capital of the local banks rose from 1864 to 1866, from 1874 to 1976, 
from 1878 to 1880, and from 1881 to 1882, as they struggled desperately 
to augment their reserve funds. Most heroic of all was that of the tiny 
Stellenbosch District Bank, founded in 1883 with a paid-up capital of 
£5,000. In 1888 it was forced to close. At that time its paid-up capital 
and reserves amounted to £8,000, but a customer, with large advances 
from the bank, failed owing the bank three times the bank’s capital and 
reserves. The bank was saved by its directors, who borrowed £10,000 
and agreed to call up another £5,000 on their shares; but its capital, 
as reported to the Cape Government, fell to a mere £466 in 1889. 
Courageous action on the part of its directors thus saved the 
Stellenbosch District Bank, which remained the sole representative of 
the banks that had dominated the business of the Cape three decades 
earlier. 
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Not all the capital of the imperial banks originated in the metropolis. 
Some of it was local Cape capital, belonging to the banks taken over by 
the imperial banks. Between 1862 and 1890 the Standard Bank 
exchanged shares for the ten local banks that were taken over at a cost 
of £255,947. Altogether 19 local Cape banks were taken over by other 
banks and 17 of these were acquisitions by imperial banks by means of 
share exchanges that did not involve the inflow of any metropolitan 
capital. Two other banks were also taken over in the Orange Free State. 
The capital of these banks taken over by imperial banks has accordingly 
been deducted from that of the imperial banks’ total in order to obtain 
the metropolitan capital given in Table 2. 

Metropolitan capital entered South Africa in a torrent in the early 
1860s, and very quickly reached 40 per cent of the total capital invested 
in the Cape banks. Thereafter it did not grow significantly as a pro- 
portion of total capital until the end of our period, when the arrival of 
the African Banking Corporation led to another inflow of capital from 
the metropolis at the time that the last of the established Cape banks 
were losing their independence. 

The growth of the imperial banks’ capital and reserves fluctuated | 
absolutely as well as proportionately. They fell in 1866-70, 1875-76, 
1882-86 and in 1891-92, when the last of the imperial entrants found 
itself making similar mistakes to those made by all its predecessors when 
they first arrived in the country. The level of metropolitan capital rose 
significantly when new imperial banks entered the market and when 
existing imperial banks made substantial additions to their reserves from 
the premiums earned on the sale of new shares in the metropolis. This 
was the case with the Standard Bank in 1880, and £125,000 of the 
addition to its reserves in this year have been included in the figures of 
metropolitan capital. 

The most striking feature of Table 2 is the way in which a relatively 
small amount of metropolitan capital in the hands of the gentlemanly 
capitalists, who controlled the imperial banks in London, enabled them 
to take control of the Cape banks. Judged by the total capital resources 
that they controlled, the imperial banks surpassed the local Cape banks 
in 1771, a decade after their first arrival in the Cape; but the metropoli- 
tan capital employed never reached the level of that which originated in 
the Cape. Indeed the first collapse of the local banks occurred in the 
decade of the 1870s — the same decade in which the proportion of 
metropolitan capital did not grow. When the metropolitan proportion 
fell to just over a quarter of the total in 1879, there was a temporary 
increase in the capital of the local banks that lasted for two years from 
1878 to 1880, but this revival could not be maintained and after another 
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TABLE 2 


METROPOLITAN CAPITAL IN THE BANKS OF THE CAPE COLONY AND THE 
METROPOLITAN PROPORTION OF TOTAL CAPITAL IN THE CAPE BANKS, 1861-92 


Year ended Metropolitan Metropolitan 
31 Dec. Capital Proportion 
£ % 

1861 ' 200,000 15.9 
1862 510,000 29.5 
1863* 646,019 34.4 
1864 806,832 37.1 
1866 806,832 37.4 
1867 786,592 37.6 
1868 764,134 37.6 
1868 743,107 39.3 
1870 737,118 40.0 
1871 737.092 40.2 
1872 737,092 41.4 
1873* 680,389 37.2 
1874 780,686 40.3 
1875 884,513 41.2 
1876 584,513 31.0 
1877 580,508 30.5 
1878 554,026 28.7 
1879 517,000 26.4 
1880** 824,090 34.4 
1881 1,074,090 40.5 
1882 1,074,090 38.9 
1883 1,074,090 41.0 
1884 1,074,090 41.9 
1885 1,074,090 44.6 
1886 824,090 39.4 
1887 824,090 39.4 
1888 824,090 38.4 
1889 824,090 37.7 
1890 807,760 40.3 
1891 1,014,835 44.6 
1892 1,005,836 46.0 


Notes: * Acquisition of banks in the Orange Free State. 
** Allowance for premiums on the sale of shares. 


Sources: Cape Blue Books, 1860-1892, Standard Bank records, General Manager's Half 


Yearly Reports, Archive Department, Head Office, Johannesburg; E.H.D. Arndt, 
Banking and Currency Development in South Africa (Johannesburg, 1928) 
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even shorter revival in 1882 the downward movement was resumed. By 
the end of the decade the local Cape banks had vanished from the scene. 

Fortified by their better management and their growing reserves, 
earned in South Africa, the imperial banks were able to achieve their 
dominance in banking in the Cape with only a fraction of the total 
capital employed. The Cape Colony had, to a considerable extent, 
provided them with the means to do this and in so doing had shown the 
world how effective was the power of profit plough-back in the hands 
of the modern business corporation. By contrast the imperial banks in 
Australia were never able to dominate that country’s banking business, 
because the impact of the gold discoveries created a dynamic engine of 
growth and capital formation independent of the metropolis. By the 
1890s, when South Africa experienced its golden decade, it was too late 
for the local banks to take advantage of it. They had already either 
failed or been taken over by the imperial banks. In this respect the 1890s 
in South Africa were very different from the 1850s in Australia: banking 
structures had stabilised, company law had established itself and com- 
munications had been transformed. 

Figures of the capital of the Cape banks are available for the whole 
period after 1860, but figures of assets are available only from 1875. 
From then on it is possible to work out the capital—asset ratios of the 
banks as a whole. By modern standards these were very high. Banking 
in the early stages of development relied heavily upon capital for 
support and was slow in building up the deposits from which to grow its 
asset base. It seems likely, too, that there was a relative dearth of 
suitable investment opportunities. Prospective borrowers did not always 
have the collateral demanded by the banks. These figures are also 
inflated by the failure to include the whole of their assets. Before 1891 
the figures for assets included only the assets in the Cape Colony, which 
considerably understated the total assets towards the end of our period, 
when the two large imperial banks maintained sizeable balances at their 
London head offices and when there were branches in the Transvaal 
and Natal. However, for the years before the gold discoveries in 
Johannesburg in 1886, the Standard’s branches outside the Cape were of 
minor importance and the balances in London were very much smaller. 
The Bank of Africa had branches in Natal and in the Orange Free State, 
from which the Standard had been expelled in 1865, but the local Cape 
banks are unlikely to have had a significant proportion of their assets 
invested outside the Cape. The very high capital—asset ratio of 25.3 per 
cent in 1875 was not repeated again in the last quarter of the century, 
though in the depression of the 1880s it was once more creeping up 
towards that level. Indeed, the figures of the 1880s suggest that it was a 
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lack of local investment opportunities in the Cape that was keeping the 
capital-asset ratio so high. This is confirmed by the figures for the total 
assets in 1891 and 1892. At that time assets outside the Cape were 
greater than those inside the Cape while the combined capital-asset 
ratio fell to 11.6 per cent in 1991 and 9.3 per cent in 1892. 

This size of these assets outside the Cape reflected the sudden growth 
of business opportunities in the gold-mining areas around Johannesburg 
and the absence of a money market in South Africa that led to surpluses 
being left on call in London. This again reinforces the view that banks in 
late nineteenth-century South Africa, as in Britain, could not on their 
own bring about economic development, and that they were passive 
instruments of change, responding to signals coming out of the market, 
rather than active initiators of it. 


IV 


Natal came under effective British control only after 1842 and develop- 
ment in the first decade of British rule was slow and hesitant. However, 
development began to pick up in the 1850s and this led to the founding 
of the Natal Bank in 1854. Then, towards the end of the decade, the 
boom that was gathering force in the Cape overflowed into Natal and 
resulted in the establishment of three new banks, one in 1860 and two in 
1862. These later creations, though, proved to be short-lived and like 
their Cape brethren went down before the chill winds of the agricultural 
and commercial depression that overwhelmed southern Africa in the 
late 1860s. In 1869 the last of the new banks of the 1860s converted itself 
into a private bank that struggled on for another eight years before 
being liquidated in 1877. 

The growth of the paid-up capital and reserves of the banks in Natal 
reflected these conditions, with rapid growth between 1860 and 1866 
being followed by a long decline that lasted until 1878. Neither sugar 
growing, nor the ripple effects of the diamond diggings in Kimberley, 
had made a significant impact upon Natal. In the late 1870s military 
spending may have marginally increased the profitability of banking in 
Natal, but renewed growth in the Natal Bank’s capital had begun in 
1878, before military expenditures can have affected the economy. 
The bank then doubled its capital before the discovery of gold in 
Johannesburg brought permanent prosperity to the colony. Between 
1885 and 1892 its capital doubled again, by which time it amounted to 
approximately one-seventh of that employed in the Cape. 

The small size of the Natal economy did not require additional 
banking facilities. Nor did it attract any of the imperial banks into the 
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colony. They were all based in the Cape, and though they opened 
branches in Natal, none of them placed their head offices in Natal. 
Natal’s impact upon the international economy was very limited until 
the 1880s, and in that decade it was overshadowed by the far more 
dramatic developments taking place in Johannesburg. The growth of 
bank capital reflected these developments. 


V 


The economy of the Orange Free State was even more precarious than 
that of Natal. Itinerant merchants had brought products from the out- 
side world into what was mainly a subsistent pastoral economy before 
1860, but commerce was too thinly spread to support a bank. Even the 
capital, Bloemfontein, was little more than a large village. Nevertheless 
the wave of agricultural prosperity that was flowing over the Cape did 
reach the Orange Free State and reveal itself in bank formation. In 1862 
two banks were founded, the Bloemfontein Bank and the Fouresmith 
Bank. The former had a paid-up capital of £10,000; the latter was 
absorbed by the newly arrived Standard Bank early in 1863 when its 
paid-up capital cannot have been more than £10,000 and was probably 
less. Ten years later there was another attempt to set up a bank in 
Fouresmith, but it too was bought up by an imperial bank. In this case 
the Oriental Bank took it over in 1875 when its paid-up capital was only 
£5,000. 

The diamond diggings of Kimberley did accelerate the pace of devel- 
opment and created the conditions that led to the Bloemfontein Bank 
being converted into the National Bank of the Orange Free State in 
1877, with a capital of £100,000. In the five years that followed the rural 
Orange Free State had the distinction of having a larger paid-up bank 
capital than had Natal. The Orange Free State was somewhat insulated 
against the agricultural depression of the 1880s and the collapse of the 
diamond boom in the late 1870s, and its bank’s progress mirrored these 
conditions, with its prudent management slowly augmenting its reserves 
and seemingly not affected by the frenzy of speculation then taking 
place in and around Johannesburg. Table 3 provides the details of this 
growth, and shows how the Natal Bank went romping ahead in the 
1880s until losses in its gold-mining business brought this growth to a 
sudden halt in 1890. 


VI 


In the mid-nineteenth century the South African Republic, as the 
Transvaal was known before 1900, was more remote and more back- 
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TABLE 3 
PAID-UP CAPITAL AND RESERVES OF BANKS IN NATAL AND IN THE ORANGE FREE 
STATE, 1860-92 
Year ended Natal Orange Free State 
31 Dec. £ £ 
1860 33,770 
1862 93,602 5,000 
1864 195,607 10,000 
1866 249,376 10,000 
1868 136,992 10,000 
1870 136,992 15,000 
1872 136,992 20,000 
1874 104,820 30,000 
1876 119,820 30,000 
1878 75,820 100,000 
1880 99,112 105,000 
1882 109,112 109,000 
1884 151,321 110,000 
1886 194,590 110,000 
1888 243,536 112,000 
1890 364,237 118,000 
1892 324,237 125,000 


Sources: Natal Blue Books, 1860-1893; Orange Free State, De Gouvernements Courant, 
1860-1893; E.H.D. Arndt, Banking and Currency Development ın South Africa (Johan- 
nesburg, 1928). 


ward than the Orange Free State, and its rural environment had little 
use for banking on any significant scale. The Standard Bank had opened 
a branch there in 1877 and by the time of the first British occupation 
in 1881 there were three branches: in Pretoria, Heidelberg and 
Potchesfstroom. However, after the withdrawal of the imperial 
presence, the Heidelberg and Potchefstoom branches were closed and 
only a small office was maintained in Pretoria. Nor, before the gold 
discoveries, were there any signs of a local bank being established. After 
the discovery of gold in 1886 the two Cape-based imperial banks and the 
Natal Bank moved into the Transvaal, but no local bank was forthcom- 
ing until 1891, when the National Bank of the South African Republic 
was set up by Kruger’s government. 

The founding of the National Bank led to the Transvaal having a paid- 
up bank capital of £502,000 in 1892. Kruger’s government had tried to 
create a locally owned bank, but it had failed. Speculative funds were 
going into gold-mining shares and not into bank shares. Nor was Kruger 
any more successful in persuading his Dutch connections to provide 
funds for the bank. Eventually he had to accept that the bulk of the 
capital would come from overseas and that London would provide the 
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TABLE 4 


TOTAL CAPITAL AND RESERVES OF THE BANKS IN SOUTH AFRICA, THE SOUTH 
AFRICAN PROPORTION OF THIS CAPITAL AND TOTAL CAPITAL AND RESERVES IN 
AUSTRALIAN BANKS, 1860-92 


Year ended Capital and Reserves South African Capital and Reserves 


in South Africa Proportion in Australia 
£ % £ 
1860 979,292 160.0 5,319,717 
1861 1,300,292 84.6 5,598,717 
1862 1,838,140 72.1 * 
1863 2,008,302 67 8 $ 
1864 2,381,059 66.1 6,098,717 i 
1866 2,419,103 66.6 10,025,249 
1867 2,290,760 65.7 * 
1868 2,177,737 64.9 11,550,662 
1869 2,038,287 63.5 11,313,660 
1870 1,996,094 63.1 12,336,660 
1871 1,984,670 62 9 12,395,285 
1872 1,942,203 62.0 12,291,676 
1873 1,963,115 65.3 12,372,765 
1874 2,071,223 62.3 12,594,965 
1875 2,278,181 61.2 d 
1876 2,028,887 71.2 a 
1877 2,074,983 72.0 14,120,537 
1878 2,102,884 74.6 a 
1879 2,148,350 75.9 16,429,647 
1880 2,596,553 69.3 17,282,647 
1881 2,864,426 62.5 18,592,717 
1882 2,976,763 63.9 18,978,366 
1883 2,844,015 62.2 19,323,111 
1884 2,827,769 62.0 20,005,721 
1885 2,683,859 60.0 22,031,004 
1886 2,343,588 64.8 23,431,194 
1887 2,425,555 66.0 24,699,194 
1888 2,503,765 67.1 25,188,992 
1889 2,671,778 69.1 25,841,373 
1890 2,488,216 67.5 ` * 
1891 3,215,867 68 4 29,087,600 
1892 3,137,197 67.9 29,311,881 





Notes. * Figures not available. 


Sources’ As Tables 1 and 3, and L.G MacKay, The Australian Banking and Credit System 
(1932), p.245. 


lion’s share of this, 41.6 per cent of the total, compared with 
Amsterdam’s 8.8 per cent, Berlin’s 16 per cent and Paris’s 6.4 per cent. 
Overseas ‘imperial’ capital accounted for 72.8 per cent of the total; local 
South African capital for 27.2 per cent. Put another way, British capital 
probably accounted for 48.8 per cent of the total, since it is likely 
that the overwhelming bulk of the £36,000 paid up in Johannesburg 
and Pretoria came from Johannesburg’s English-speaking population. 
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Special founders’ shares added a further £2,000 to the bank’s capital, 
with London providing £1,400, Germany £400 and the Netherlands 
£200. This raised the British component to 48.9 per cent and the 
overseas component to 72.9 per cent of the total. The presence of a local 
board of directors in London proclaimed the importance of the metro- 
polis in providing support for the bank. 


vil 


The Cape Colony, the most economically developed part of Southern 
Africa, was the scene of the most intense banking competition in the 
second half of the nineteenth century. It was the Cape that attracted the 
imperial banks. None of them based their southern African head offices 
outside the Cape, though they opened one or two branches in the other 
colonies and in other states of the region. In effect the arrival of the 
imperial banks, better managed and with far larger financial resources, 
spelled the doom of the local colonial banks and when the economic 
conditions became less favourable after 1865, their decline began. The 
diamond boom of the 1870s, accompanied by favourable weather con- 
ditions, temporarily arrested this decline and enabled the Cape banks to 
meet the challenge of yet another imperial bank. However, when the 
world-wide decline in the price of primary products took a marked turn 
for the worse in the 1880s, the final collapse began and within a decade 
the imperial banks had demolished all effective competition within the 
colony. 

Outside the Cape Colony the situation was different, because the 
small amount of business available had led to the creation of virtual 
banking monopolies, in which the Natal Bank dominated the business of 
Natal and the National Bank of the Orange Free State that of the Free 
State. The latter had taken the additional precaution of keeping out the 
Standard Bank by law. In the Transvaal the demand for banking facili- 
ties was marginal before the discovery of gold and even when the 
government of President Kruger exerted all its efforts to set up a local 
bank free from imperial control it failed. Local capital was not forth- 
coming and eventually he had to accept that almost three-quarters of the 
capital came from overseas and almost half from London. The periph- 
ery was still so dependent upon the core of the international economy 
that not even the local boom had enabled the South African Republic to 
by-pass it. 

The total capital employed in the banks of southern Africa, given in 
Table 4, grew rapidly in the early 1860s, under the influence of the 
imperial banks and the buoyant economic conditions. It then stabilised 
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for two and a half decades, before resuming its upward movement at the 
very end of our period, when the Transvaal began to make its impact 
upon the banking scene with the founding of the National Bank. 
Between 1860 and 1892 total capital employed had more than trebled to 
£3,137,197, giving over the whole period a growth rate of 3.7 per cent a 
year. By contrast capital employed in the Australian banks had 
increased five and half-fold and grown at the rate of 5.5 per cent per 
year. At no time did metropolitan capital form a majority of the paid-up 
capital and reserves. South Africa had provided 100 per cent of the 
banking capital in 1860 and though this fell to 60 per cent in 1885 its 
share subsequently rose and in 1892 the local contribution remained 
over two-thirds of all the paid-up capital and reserves of the banks in 
southern Africa. The colonists had consequently not only provided the 
bulk of banking capital employed; they had also paid for the imperial 
banks to become the dominant banks in the region. 
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Steel & Vanadium Corporation, 1960-70 
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This article! is concerned with the history of the South African steel and 
engineering industry during the 1960s, particularly with the questions of 
ownership and control. It was a crucial period in the history of the 
industry for a number of reasons. In the early 1960s local steel pro- 
duction was still dominated by a public enterprise, the South African 
Iron & Steel Corporation (Iscor),” and other private firms only played a 
minor role. In the mid-1960s, a new private steel producer was formed 
as a subsidiary of a mining company, the Anglo American Corporation. 
This posed a threat to Iscor’s dominance of the local industry. 

The resulting commercial interaction was complicated and shaped by 
the politicised context in which it occurred. Not only was Iscor owned by 
the state, but its management and directors were overwhelmingly 
Afrikaans-speaking’ and many were members of the Broederbond. This 
was a secret society amongst Afrikaners of ‘super-Afrikaners’. It in- 
cluded, in the early 1960s, virtually all government ministers and many 
civil servants, wealthy businessmen, farmers, clergymen and trade 
unionists.* 

The economic goal of Afrikaner nationalism was to increase the 
Afrikaner’s share of South Africa’s economic wealth and thereby dimin- 
ish the extent of English and foreign control of the economy.” This goal 
had its historical roots in the fact that the white Afrikaans-speaking 
population group had entered the twentieth century in an insecure 
economic position. The discovery of gold and diamonds had trans- 
formed a largely subsistence rural economy into an industrial economy 
tied to British imperial interests where the mining industry was domi- 
nant, and controlled, like industry and commerce, by non-Afrikaners. 
Initially in the south of the country, in 1915, Afrikaners launched an 
economic movement to improve their position. However, it was in the 
1930s that this became a concerted strategy. Members of the Afrikaner 
cultural and business elite embarked upon a plan of ethnic mobilisation 
to improve the economic position of Afrikaners. The spearhead of the 
movement was the Afrikaner Broederbond. In 1939, through its ‘public 
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front’ the Federation of Afrikaner Cultural Associations, the First 
Afrikaner Peoples’ Economic Congress (volkskongress) was organised 
to review the economic position of the Afrikaner people. This called 
for Afrikaners to capture their legitimate place in the economy 
through the pursuit of people’s capitalism (volkskapitalisme).° In the 
1950s, after the National Party had come to power in the 1948 elec- 
tions, this struggle was renewed. In 1950 a second volkskongress had 
been called which reiterated the project, but this time in unqualified 
capitalist terms.’ During the 1950s a few large Afrikaner conglom- 
erates, Sanlam (insurance), Rembrandt (tobacco and liquor) and 
Volkskas (banking), grew rapidly. However, despite the longevity of 
the economic struggle, by the early 1960s Afrikaners still remained in 
an economically inferior position compared to their white English- 
speaking counterparts.? The Afrikaners’ share of the private sector of 
the economy was only 27 per cent, and when agriculture was excluded 
it fell to 18 per cent.” 

As a result, in the early 1960s, Afrikaner nationalist leaders remained 
wary of their comparatively weak economic position and continued 
to regard corporations like Anglo American with some suspicion. In 
Anglo’s case this was heightened since, not only did it occupy a powerful 
position in the economy, but it was also publicly opposed to the govern- 
ment’s policy of separate development, and its chairman Harry 
Oppenheimer was closely connected with an opposition political party, 
the Progressive Party. Whilst an MP in the first half of the 1950s, 
Oppenheimer had spoken out against the NP’s policy of apartheid, and 
Anglo criticised the policy in the annual company statements. Some 
academics have questioned the sincerity of these views;'! but, whether 
sincere or not, NP ministers and leading members of the Broederbond 
took the criticism seriously. 

In addition to the politics of Afrikaner nationalism, the political 
context was also shaped by the heightened concern with South Africa’s 
national security which followed the Sharpeville crisis of 1960 and the 
imposition of a voluntary arms ban against South Africa in 1963. As a 
result, the government had formed the Armaments Production Board in 
1964 to organise the local manufacture of arms and overseas purchases. 
Iscor’s Chairman at the time, Dr Meyer, and one of its directors, 
Professor H.J. Samuels, were particularly involved in this institution. 
The security situation made the issue of who controlled the local steel 
and engineering industry especially important. However, here the 
question was broader, it was South African as opposed to foreign 
control which mattered. This concern with South African control 
became particularly important following the British Labour Party’s 
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re-nationalisation of the British steel industry, which had extensive 
interests in South Africa. 

This article has two closely related purposes. The first is to provide an 
account of the Anglo’s decision to form the Highveld Steel & Vanadium 
Corporation. Despite the fact that it represented Anglo American’s 
largest single investment outside the mining sector it has not been the 
subject of academic enquiry. Only Innes’s general study of Anglo 
American has very briefly discussed Highveld.!* Secondly, the paper 
examines the conflictual and collusive relations between the Afrikaner 
dominated public enterprise producer Iscor, the private ‘English’ com- 
pany Anglo American and later the British nationalised steel corpor- 
ation (BSC). The commercial, economic and political factors which 
shaped the relationship, and hence the structure of ownership, of the 
steel and engineering industry are discussed. The article shows that 
Iscor’s response to Anglo American’s entry into the steel business and 
the structure of the alliance between the two corporations and the BSC 
was shaped by political as well as commercial factors. The alliance, 
which took the form of the creation of a holding company Ipsa (Inter- 
national Pipe & Steel Investments South Africa) in July 1970, defined 
the ownership structure of South African steel and engineering industry 
for roughly the next ten years. 


0 


Anglo’s entry into both the vanadium and the steel business in the late 
1950s and the 1960s needs to be seen as part of a wider process of 
diversification in which the company was engaged at this time.’ From 
the late 1950s, with the needs of the capital requirements of the Orange 
Free State gold-fields met, Anglo had begun to look for profitable 
investments outside its traditional gold-mining sector, in which further 
investment was not justified by the market conditions.’4 It was the 
company’s keenness to find new investment opportunities which helps 
to explain why it ultimately undertook alone a large-scale investment in 
a sector where it had no previous experience. 

Anglo began a variety of projects, made many investments, and in 
1963 formed the Anglo American Industrial Corporation (Amic) to 
consolidate its major industrial holdings into one company. The two 
major developments most closely related to Highveld were Anglo’s 
formation of Transalloys and its outright acquisition of Scaw Metals. 
Transalloys was developed through a joint venture with a Swedish 
company (Avesta Jernverks Aktiebolag) to produce chrome ferro 
alloys.” In 1964 Anglo acquired Scaw Metals, in which the Group 
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already had a small holding. Scaw was a processor of steel, and its 
outright acquisition was triggered by the early uncertainties in the 
Highveld project!® and a desire to utilise Scaw’s management experi- 
ence in the steel business.” In total, the value of Anglo American 
Corporation’s industrial interests in South Africa rose by approximately 
470 per cent, from R50 million to R285 million between 1960 and 
1968.18 Innes has estimated that if the whole Anglo Group”? was taken 
into consideration the value of its industrial assets had by 1969 reached 
R600 million.” Highveld was a very important element of this process, 
alone representing approximately 17 per cent of the total.” 

In contrast to Anglo’s other industrial investments, which consisted of 
simply buying into an existing company, the Highveld Steel & 
Vanadium Corporation was created by Anglo and involved a major 
investment. Harry Oppenheimer described it as a ‘major single act of 
faith by private enterprise in the future of South Africa’. However, the 
creation of a steel company was not the initial goal, but rather came 
about as a by-product of Anglo’s entrance into the vanadium business. 

In 1959 Anglo acquired a controlling interest in the Minerals 
Engineering Co. of South Africa. The company was an associate of a 
US company, Minerals Engineering of Colorado, which was controlled 
by Rockefeller interests. The South African company had, in 1957, 
opened a plant at Witbank which produced vanadium pentoxide for 
export to the US.” The company was not successful, and in 1959 Anglo 
was approached to see if it would be interested in purchasing the plant. 
Anglo decided the plant could be profitable with new investment and 
took over the company, which was renamed the Transvaal Vanadium 
Co. It was through this acquisition that Anglo entered the vanadium 
business, and ultimately became involved in the steel industry. Anglo 
expanded and modernised the Transvaal Vanadium Co. during the early 
1960s, and much later this company became a subsidiary of Highveld.” 

The company at Witbank produced vanadium from the titaniferous 
magnetite ore deposits of the geological formation known as the 
Bushveld Igneous Complex. The process involved the iron content? of 
the ore being discarded as waste. Given that this process did not fully 
exploit the potential of the ore, Anglo’s metallurgists and chemical 
engineers suggested that an attempt be made to recover the iron.” In 
addition they were concerned to try to find a more efficient method of 
vanadium recovery to that which they had inherited from the US 
company.”® In May 1960, in pursuit of these joint aims, Anglo formed 
the Highveld Development Co. which later changed its name to the 
Highveld Steel & Vanadium Corporation.” 

The titaniferous magnetite ore had a high titanium content which 
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made it impossible to smelt the ore in a traditional blast furnace and a 
different technique had therefore to be found. Anglo employed a South 
African chemical engineer, Dr W. Belloch, because many years pre- 
viously, in 1949, he had suggested that the ore could be electrically 
smelted.” Belloch, together with a Norwegian company (Elektro- 
kemisk A/S), which had developed a process for smelting a similar type 
of ore, and Anglo’s engineers designed and built a pilot plant at 
Witbank to explore the possibilities of the economic conversion of the 
ore to pig iron through electric smelting techniques.*! Pilot plant experi- 
ments were carried out during 1961 and 1962 at Witbank and a process 
was developed which appeared to be both technically and economically 
feasible. The support of the Permanent Committee for the Location of 
Industries then had to be obtained. This Committee had been estab- 
lished by the government in 1960 in pursuance of its separate develop- 
ment policy, which it hoped to make economically feasible through 
industrial decentralisation. The Committee, which contained represen- 
tatives from Escom, SAR, the Department of Water Affairs, the 
Department of Bantu Administration and the Municipality of Witbank, 
backed Anglo’s plans, and the company was able to commission an 
English company, the Davy & United Engineering Co. of Sheffield, to 
design a full-scale plant and undertake a profitability assessment. Davy 
estimated the capital requirements of the plant at approximately R105 
million, on the basis of a plant which would produce 13,800 tons of 
vanadium pentoxide and have steel capacity of 600,000 tons.” 

In the early 1960s, Anglo attempted to find partners for the Highveld 
project. The project was very risky and involved a large-scale invest- 
ment. Anglo was also aware of the fact that it had no experience in steel 
manufacture. As a result, it approached Iscor for a partnership, and at 
the same time tried to interest overseas steel companies in the venture, 
including US Steel. In 1963 Anglo suggested to Iscor and the govern- 
ment that the Highveld project could be developed by Anglo, Iscor and 
a major foreign steel producer, with Iscor and Anglo jointly providing 
approximately 80 per cent of the capital required for the project, and the 
remaining 20 per cent being supplied by an overseas foreign steel 
company.” This proposal was later slightly revised. Anglo offered Iscor 
participation, up to 40 per cent, in the provision of the necessary equity 
and loan capital for the project, and indicated that it would agree to 
Iscor enjoying board control. The remaining 60 per cent was to have 
been offered to a number of partners, including Anglo.” 

The proposal for joint investment with Iscor came to nothing. Exactly 
why direct foreign investment by a steel producer did not materialise is 
not entirely clear. A major factor was the scepticism about the proposed 
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new process within the international steel community. This scepticism 
was reinforced by the low confidence amongst foreign investors in South 
Africa which existed in the early 1960s, following Sharpeville and the 
associated flight of private capital. Iscor rejected the idea for a mixture 
of technical, economic and political reasons. Together they meant that 
Iscor failed to take the opportunity to ensure its complete control over 
the local steel industry in the future. There is little doubt, with the 
benefit of hindsight, that Iscor made a strategic mistake in turning down 
this opportunity.” 

Technically, the proposed method of steel production was untried, 
and Iscor’s engineers, like those in the international steel community, 
were sceptical about its viability. Economic considerations also worked 
against the joint venture. Both the Minister of Economic Affairs, Dr N. 
Diederichs, and Iscor’s chairman, Dr F. Meyer, feared that if the 
Corporation entered a joint venture with Anglo American this would 
compromise the policy objective of supplying cheap steel to private 
industry.” Furthermore, Iscor had launched its expansion plans, which 
were designed to supply the whole of the South African market, and it 
did not really believe there was any need for Highveld.” By contrast, 
Anglo wanted Iscor to guarantee that Highveld’s output be placed on 
the local market. Secondly, it wanted Iscor to treat Highveld as the 
vehicle for its third major steelworks and expand capacity there to its 
maximum level before installing facilities elsewhere.*° This second con- 
dition was particularly onerous to the government, which was concerned 
to use the creation of a third Iscor steelworks as part of its industrial 
decentralisation programme and its policy of separate development.*° 

Finally, there were political considerations which reinforced these 
other factors and helped to ensure that Iscor did not co-operate with 
Anglo. In 1945 Iscor had formed the heavy engineering company 
Vecor® together with Anglo.*! However by the early 1960s, the com- 
plexion of the government, and more importantly of Iscor, had 
changed. Despite having been created by a government dominated by 
General Hertzog’s National Party,** Iscor had been built largely by 
English-speaking men and Afrikaners who did not support the NP.** 
After 1948 and during the 1950s the corporation was slowly colonised so 
that by the early 1960s it was controlled by men who were closely 
identified with the government.” Its board was dominated by Afrikaner 
nationalists, many of whom were members of the Broederbond, and a 
few of its managers, especially its recently appointed commercial 
manager, Professor P.W. Hoek,“ were very conservative Afrikaner 
nationalists. This ensured that nationalist political considerations made 
their presence felt directly in Iscor, and not just indirectly through 
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intervention by the National Party government. Iscor feared that the 
joint venture would result in Anglo taking over the Corporation and 
establishing control of the South African steel industry. There was a 
great deal of suspicion of Anglo American and Harry Oppenheimer at 
this time amongst Nationalist ministers, some Afrikaner business- 
men and government officials, which was fuelled by its dominance 
of the economy and its relationship with the Progressive Party. Indeed it 
was Anglo’s proposal to Iscor which triggered an investigation into 
the power of the Anglo American empire by some members of the 
Broederbond, led by Professor P.W. Hoek. This became known as 
the Hoek Report and is discussed further below. 

In 1964, even though no understanding had been reached with Iscor, 
Anglo decided to proceed with the project. The reason for Anglo’s 
eagerness was developments in the world vanadium market which it 
wanted to capitalise upon.*° In 1962 the vanadium market was chroni- 
cally oversupplied, and in 1963 sales of vanadium pentoxide by the 
Transvaal Vanadium Co. were less than 40 per cent of 1962 level.“ 
However in 1964 a major upward shift in demand occurred. This fol- 
lowed the discovery that vanadium had more industrial uses than had 
hitherto been known. Notably it was discovered that it could be used to 
double the yield strength of mild steel used for structural purposes. 
Previously it had been used for relatively few specialist purposes such as 
high-speed tool steels, certain alloy steels operating at high tempera- 
tures in steam power plants, and in heat-treated steel for engineering 
components and pressure vessels. In April of that year Highveld had 
successfully secured a long-term supply contract with the Vanadium 
Corporation of America.” The decision was therefore taken to go 
ahead along the lines planned by Davy & United, and Graham 
Boustred, then the Managing Director of Scaw Metals, became the 
Managing Director of Highveld.’ However the exact scale and nature of 
the initial steel output remained to be finalised. 

Anglo insisted that it needed a share of the internal market even if it 
had to export a limited amount of the steel produced. However Iscor, as 
we have seen, had declared there was no room for Highveld until 1973 
at the earliest. Discussions took place between Anglo and Iscor on what 
sort of rolling mill Highveld should erect to avoid the duplication of 
production facilities. To facilitate the process of co-operation Anglo 
limited the initial size of its rolled steel production to approximately 
300,000 tons. Iscor was most concerned that Anglo should not erect a 
large plate mill because it was itself in the midst of planning a major 
plate mill development. The result was that Anglo agreed to build a 
heavy section mill which also suited its own plans. Anglo’s other steel 


88 BUSINESS HISTORY 


subsidiary, Scaw Metals, had a light section mill and thus the two 
companies would complement each other. In addition an agreement was 
reached whereby the Highveld works produced universal sections. 
These were not then produced by Iscor and it agreed to modify its 
expansion plans for the Pretoria works and postpone the installation of a 
universal beam mill.%° 

These agreements provided the basis for Iscor’s initial forced co- 
operation with Highveld. Soon after these had been reached, however, 
Iscor began to investigate in detail how much of a threat to its commer- 
cial position Anglo American’s development of Highveld was likely to 
be. It was Iscor’s commercial manager Hoek who masterminded this 
investigation, while at the same time he was engaged in a wider ‘private’ 
enquiry into Anglo American’s dominance of the South African 
economy.*! Before turning to these issues the construction of Highveld 
will be briefly discussed. 


HI 


The plant was built 13 kilometres west of Witbank. The proximity of 
cheap coal and electricity, sufficient water supplies, and good transport 
facilities made the location ideal.’ The site was on the main railway line 
between Pretoria and Lourenco Marques (Maputo) which was import- 
ant not only because the company needed to export vanadium, but also 
since it recognised that it might have to export steel as well if it 
experienced problems reaching an understanding with Iscor, or the 
South African market did not continue to grow as forecast. In January 
1965 the construction started. It was carried out by Davy & United 
Engineering along the lines of the original study, with the exception that 
the initial steel capacity was limited to roughly 350,000 tons." By 1966 
Highveld had secured contracts with American and European manufac- 
turers of ferro-vanadium, and all the planned vanadium production of 
both its vanadium producing operations had been committed until the 
end of 1971.* The prospect for vanadium had improved significantly 
because the US Atomic Energy Commission had liquidated its stockpile 
during 1965 and the US government had announced that, over the next 
three years, it would release all its remaining stockpile surpluses. Thus it 
was anticipated that by the end of 1968, when Highveld was forecast to 
come into production, the world requirements of vanadium would have 
to be met from current production and not stockpiles. Highveld’s most 
important customer was the Vanadium Corporation of America, which 
later merged with the Foote Mineral Company. Its other customers 
included the Continental Ore Corporation of New York, Gesellschaft 


THE HIGHVELD STEEL & VANADIUM CORPORATION 89 


fur Elektrometalurgie in Germany, and Treibacher Chemische Werke 
in Austria.~° 

The Highveld project represented a large-scale investment by Anglo 
American. It proved to be Anglo’s largest industrial undertaking during 
the 1960s.°” After the failure to secure the participation of Iscor or other 
overseas steel companies, Anglo had decided to fund the project both 
through its own increased investment and by raising overseas loans. 
These loans were raised from various European Banks, including the 
Union Bank of Switzerland, Deutsche Bank Aktiengesellschaft, 
Germany, Banca Commerciale Italiana, Banque de Paris, and N.M. 
Rothschild. They were underwritten by Anglo American Corporation 
and De Beers Consolidated Mines Ltd.” Even though Anglo had been 
unable to attract direct investment at the outset, it had arranged some of 
the loans so that they could be turned into equity capital at a later stage. 
The banks which held Deutschmark and US dollar bonds had the right 
to purchase ten million shares at various prices at fixed dates in the 
future.” By the time the plant was constructed, in 1968, R127 million 
had been spent on the project, of which 34 per cent or R43 million had 
been financed through long- and medium-term loans and 45 per cent 
through equity capital. Of the equity, roughly 70 per cent was held in 
the Anglo American group,” while the other largest single shareholder 
was the American company Newmount Mining Corporation. The bal- 
ance was funded by short-term finance, again largely (75 per cent) 
supplied by Anglo American. 

The construction of the plant was completed smoothly, and was 
finished fractionally earlier than planned in December 1968.8 The 
entire works came into production in April 1969 and was opened by 
Harry Oppenheimer, but the usual government representative was con- 
spicuous by his absence.“ The overall production process represented 
an innovation in steel-making technology through its combination and 
adaption of existing foreign technologies. Innes has characterised the 
company’s success as based upon access to ‘foreign-controlled techno- 
logies’® but this was only partly true. He gives no indication of the 
degree of local innovation and adaption of the technology which was 
necessary for the unique Highveld process to be successfully developed. 
It should also be noted that the American company, Newmont, seems to 
have played no role in developing the necessary technologies as Innes 
has suggested. 

The process allowed pig iron to be produced at costs competitive with 
traditional blast furnace techniques and the vanadium to be recovered 
as a by-product in the form of a vanadium-rich slag. It had four main 
stages. The first involved the pre-reduction of the magnetite ore in kilns. 
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This technique had been developed by Anglo’s engineers in co- 
operation with the engineers from Elektrokemisk as a way of reducing 
the high power-costs of smelting.®’ In the second stage this ore was fed 
into submerged arc electric smelters to make hot metal through 
techniques previously developed by Elektrokemisk. The vanadium 
pentoxide was then recovered through oxygen lances in a shaking ladle 
which constituted the third stage. The technique combined Soviet re- 
search which had shown that the LD blowing technique for making 
steel® could be used as a way of recovering vanadium pentoxide slag, 
with a new Swedish technological development, the shaking ladle, 
which had not previously been used on a large industrial scale.” Finally, 
in the fourth stage, steel was manufactured from the hot metal in a basic 
oxygen furnace and fed into a continuous casting plant.”° It was then 
mostly rolled to produce a range of profile products including universal 
sections, rounds, squares, angles, channels and rails. Some semi- 
finished steel was sold to Anglo’s other steel subsidiary, Scaw Metals.” 
Therefore Innes is mistaken in his suggestion that it was ‘Anglo 
American’s intention from the very beginning . . . to enter specialised 
steel production on an exceptionally large scale, [and that the] ... 
Group seemed intent on capturing the burgeoning market for special- 
ized steel which accompanied the boom’.”” 


IV 


Iscor’s management was very concerned about the commercial threat 
which Highveld posed because of the power of its parent company. 
Many of Iscor’s customers were companies in which Anglo had an 
interest, and therefore might switch their buying policies to Highveld. In 
1966 Iscor estimated that approximately 30 per cent of its orders had 
gone to companies ‘controlled’ by Anglo American.” Iscor’s sense of 
panic was heightened by Highveld’s application to the government to 
have the MacDonald award suspended.” This was the agreement 
through which Iscor had the sole right to supply the South African 
Railways and Harbours Administration given certain price conditions. 
Iscor was adamant that the agreement should remain in place because it 
needed protection against the power of the Anglo American empire. 
Therefore Iscor believed that the establishment of Highveld seriously 
threatened its commercial interests, and that action to protect its market 
was needed. 

It was not, however, simply a commercial calculation, as there were 
wider political issues at stake. As we saw earlier, Anglo American was 
still distrusted by some members of the Afrikaner elite in the mid- to 
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late 1960s. Unfortunately the limited nature of the sources make it 
difficult to be as precise as one would like about the investigations into 
Anglo American conducted by some members of the Broederbond. 
However it is clear that some Broeders, including Hoek, saw Anglo 
American and the Oppenheimer empire as a threat to the cause of 
Afrikaner nationalism. This account relies upon Serfontein’s earlier 
work but goes further to argue that the general enquiry into Anglo was 
linked to the rivalry between Iscor and Anglo in steel industry and 
identifies Hoek’s pivotal importance. 

In 1964 the Prime Minister, Dr Verwoerd, was approached by 
a Broederbond delegation to launch an investigation into Anglo 
American, but he rejected the idea.”> It seems likely that he was 
concerned not to aggravate the relations between English and 
Afrikaans-speaking white South Africans, nor to damage South Africa’s 
reputation in foreign business and financial circles. However, some 
individual Broeders led by Hoek decided to go ahead anyway and 
launched a ‘private’ investigation using Iscor’s resources. In addition to 
the concern about Iscor’s commercial position there were two other 
broader political issues which worried these men. Firstly, the com- 
bination of Anglo’s economic power and its support for economic 
integration led them to fear that the policy of separate development 
could be thwarted. Secondly, they felt that Afrikaners still failed to 
control their ‘rightful share’ of the economy, and Anglo American’s 
dominance was seen partly as causing this problem. A concern with the 
survival of the Afrikaner nation surfaced in the mid-1960s which was 
most clearly signalled by the speech given by Dr Piet Meyer, Chairman 
of the Broederbond, in 1966, shortly after Verwoerd’s death.” He 
outlined the need for the ‘complete political nationalisation and the 
growing cultural afrikanerisation of the English-speaker in our commu- 
nity in our country’.’’ However, the goal of political nationalisation 
would, he argued, only be of permanent value in ensuring the survival of 
the Afrikaner nation, if it went ‘hand-in-hand with [the] predominant 
Afrikanerisation of our country’s economy’. This was to be achieved not 
by another ekonomiese volkskongress, but by ‘well planned confidential 
economic action which was possible and practicable’.”* Exactly what 
forms of action Meyer had in mind is not entirely clear, but in part he 
seems to have been referring to the investigation into Anglo American 
then being conducted by Hoek. 

Hoek and his collaborators presented their report, which recom- 
mended that action be taken to rene the wings’ of Anglo American, to 
the new Prime Minister, Vorster.” However Afrikaner nationalists in 
the late 1960s were becoming increasingly divided. Vorster sided with 
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those who were known as the verligtes, while the report’s authors 
identified with the opposing tendency, the verkramptes. The split was 
between those Afrikaners who saw themselves as white men as well as 
Afrikaners, the verligtes, and the verkramptes who saw themselves as 
Afrikaners first and last. Vorster rejected the Hoek report’s recommen- 
dation for action and instead adopted a more conciliatory attitude 
towards Anglo American. Exactly why Vorster refused to take action 
against Anglo is not entirely clear, but three factors can be identified. 
Firstly, at this time Vorster seems to have been concerned to foster 
co-operation between English and Afrikaner business. He publicly 
attacked those Afrikaners who had criticised Sanlam’s alliance with 
Anglo American, which had been formed in order to acquire a stake in 
General Mining.®° Secondly, in the late 1960s South Africa began to 
create a local armaments industry, and Vorster was well aware that this 
could only be done with the co-operation of English business, including 
Anglo American. Thirdly, he was concerned about the likely adverse 
international impact which acting against Anglo American would have 
generated. 

Iscor’s management remained concerned that Anglo posed a threat 
and some, most importantly the commercial manager Hoek, opposed 
Vorster’s conciliatory policy. As a result Hoek designed a commercial 
strategy which, he believed, would not only protect Iscor’s market but 
would advance the interests of Afrikaners and challenge Anglo. This 
comprised the creation of an investment company which was controlled 
by Iscor. In 1969 a company called Metkor was launched with the aim of 
protecting Iscor’s market by acquiring holdings in a wide range of 
companies and consequently challenging Anglo and expanding the 
sphere of Afrikaner influence. Somewhat ironically Metkor adopted 
Oppenheimer’s much quoted maxim that ‘by control I don’t mean 51 
per cent of the shares’ for its unofficial motto. It was not so much a case 
of ‘if you can’t beat them join them’ as ‘if you can’t beat them copy 
them’. The company was managed and directed by people from Iscor, 
and consequently some individuals gained significantly, becoming board 
members of a number of companies. In pursuance of its strategy Metkor 
established holdings in various engineering companies which were im- 
portant steel consumers. These included Wispeco, African Gate, and 
Tube & Pipe Industries. These actions provoked a guarded public attack 
from Harry Oppenheimer on the agencies of the state. In his annual 
statement for 1969 he commented: 


Recently the state-controlled sector of the economy has been 
growing fast and directly and indirectly has been moving into areas 
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which used to be reserved for private enterprise. In South Africa it 
has never been the practise to nationalise privately owned indus- 
tries, but the agencies of the state are now increasingly stepping in 
to acquire control of private business by the means of market 
operations. . . . In these circumstances I believe that Highveld’s 
entry into the basic steel industry will serve a useful subsidiary 
purpose in preserving South Africa’s reputation at home and 
abroad as a country in which private enterprise is still welcomed 
and encouraged.*! 


The creation of Metkor, in addition to challenging Anglo American, 
provided a way in which the negative implications, as Iscor saw them, of 
the nationalisation of the British steel industry could be dealt with. 
The 1967 nationalisation meant that the nationalised British Steel 
Corporation (BSC) acquired a number of South African subsidiaries 
and holdings. These included major shareholdings in some South 
African companies, including a 100 per cent holding in Baldwins, the 
second largest steel merchant in South Africa, a 49 per cent holding in 
Stewarts & Lloyds, the biggest South African manufacturer of tubes and 
pipes, and a 43 per cent interest in Dorman Long (Africa), South 
Africa’s biggest structural engineering company. 

This gave Iscor a further national reason for obtaining control of the 
engineering industry, since it did not want it owned by what it regarded 
as a hostile government, especially following the British government’s 
recent refusal to lift the voluntary. arms ban. In 1967/68, in the context 
of, firstly, the renewed strategic importance to the West of the Cape 
route following the closure of the Suez canal and the build-up of the 
Soviet fleet in the Indian Ocean, and secondly in conjunction with an 
offer of support in seeking a Rhodesian settlement, the Minister of 
Defence P.W. Botha had attempted to persuade the British government 
to break its voluntary arms ban and officially supply South Africa. 
Harold Wilson’s government had decided, however, to maintain the 
voluntary ban which it had imposed in 1964, much to Pretoria’s 
annoyance.® Thus the importance of the steel and engineering industry 
to the creation of a local defence industry, which was accelerated after 
1968 with the formation of Armscor, made the question of South 
African dominance of the industry critical. 

Initially Iscor attempted to buy control ‘anonymously’ of the subsi- 
diaries but this failed and it opened negotiations with the BSC to secure 
South African control of the former’s subsidiaries. In these negotiations 
Iscor had also to include Anglo American, which was a significant 
shareholder in the companies. The outcome of the negotiations between 
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Iscor, British Steel and Anglo, was a compromise which took the form 
of the International Pipe & Steel Investments South Africa (Ipsa) 
formed in July 1970 (see Figure 1).8* Under this arrangement BSC 
agreed effectively to relinquish control of its South African subsidiaries, 
though it retained an interest. In a series of complex mergers, British 
Steel allowed Baldwins to become a subsidiary of Stewarts & Lloyds 
(SA) and in turn Iscor, via Metkor, allowed the major competitor of 
Stewarts & Lloyds, Tube & Pipe Industries, to become a fully owned 
subsidiary of Stewarts & Lloyds. In addition British Steel exchanged its 
holdings in Stewarts & Lloyds and Dorman Long for a 35 per cent 
holding in a new company Ipsa, in which Iscor, via Metkor, held 50 per 
cent and the remaining 15 per cent was held by Anglo American. Ipsa 
thereby controlled Dorman Long, Stewarts & Lloyds and Vecor, which 
in turn controlled roughly 60 other companies.® 

The formation of Ipsa ensured that the strategic steel and engineering 
industries were not controlled by a foreign government. It also marked 
an effective truce between Iscor and Anglo, creating an at times uneasy 
alliance between themselves and the BSC through which the South 
African steel and engineering industry was controlled for roughly the 
next ten years. Iscor’s management believed that, through Metkor and 
Ipsa, it had increased the Corporation’s control of its market, controlled 
the spread of the Anglo empire and advanced the interests of 
Afrikaners. 


V 


This article has examined the formation and construction of the 
second most important South African steel company after Iscor. It 
has shown that Anglo American became involved in the steel industry 
through the vanadium business. It has been argued that the politics of 
Afrikaner nationalism played an important part in determining how 
Highveld was developed. It was these factors which helped to ensure 
that Iscor refused to form a joint venture with Anglo to start the 
company. 

The rejection of the joint venture is striking, since other Afrikaner 
businessmen in Sanlam were, at almost the same time, forming an 
alliance with Anglo American in order to acquire a stake in General 
Mining (Gencor). The difference was not simply a question of the 
different attitudes held by state and private capitalists. Many of Iscor’s 
managers and directors were also private businessmen, and the 
Corporation was not adverse to joint ventures with English or foreign 
business at this time. Rather the contrasting behaviour is better 
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Corporation. BSC = British Steel Corporation. METKOR = Metkor Investments. 
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BW = Baldwins Steel Merchants. T & PI = Tube & Pipe Industries. 


Sources: Metkor Investments, Annual Report, 1970; South African Iron & Steel 
Corporation (ISCOR), Annual Report, 1970. 
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explained by the different nature of the two cases and the particular 
Afrikaners involved. 

In the General Mining case, the alliance with English capital offered 
Afrikaner businessmen an opportunity to gain access to a sector of the 
economy, the gold mining industry, which had previously been impen- 
etrable. However in the Highveld case the alliance seemed to entail the 
opposite consequences so far as the Afrikaners in Iscor were concerned. 
Instead of broadening the scope of Afrikaner influence in the economy 
it threatened to dilute the nationalists’ control of one of their few areas 
of dominance. This politicised view of the venture ensured that a costly 
commercial mistake was made; Iscor missed the opportunity to control 
the development of what became its most serious local competitor.” 

The article has discussed the development of Iscor’s response to the 
threat of Anglo American once it had decided to go it alone and develop 
Highveld. It has been shown that this can only be understood if it is 
placed within the white political context which characterised the mid- to 
late 1960s. The conflict between Iscor and Anglo American combined 
with the British Labour party’s re-nationalisation of the British steel 
industry led to a radical reshaping of the structure of ownership of the 
South African steel and engineering industry. This took the form of 
Ipsa, a collusive alliance which accommodated each of the different 
participants. Therefore the paper has argued that the structure of 
ownership of this aspect of South African industry can only be under- 
stood if commercial factors are placed within their political context. 

Finally the article has touched upon a more general issue. This 
concerns the interaction between white South African businessmen 
across the language divide. In general, the 1960s were the decade when 
interaction increased and traditional hostile relations declined. The 
result was that the politics of Afrikaner nationalism declined as an 
important factor determining with whom Afrikaner private and state 
capitalists would do business. However, this article, through the analysis 
of relations between Iscor and Anglo American, has shown that there 
were important limitations to this process. It suggests that attitudes 
probably varied amongst Afrikaner businessmen. Some, albeit probably 
a minority, seem to have identified with the verkrampte as opposed to 
the verligte tendencies which had come to characterise the divisions 
within nationalist politics. They were less keen to adopt a conciliatory 
attitude towards English and foreign business, and more concerned with 
the maintenance of Afrikaner control and the advancement of specifi- 
cally Afrikaner interests. Iscor’s commercial manager, Hoek, the archi- 
tect of the Corporation’s response to Anglo, was such a man. He saw 
Anglo’s entry into the steel business as a threat to an existing Afrikaner 
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position and consequently reverted to a politically conflictual strategy. 
However, as we have seen, some kind of compromise was eventually 
inevitable and he helped to negotiate the uneasy alliance, described 
above, which defined the control of the steel and engineering industry. 


NOTES 


The article is based upon research carried out for my doctorate at Oxford University I 
would like to thank the Beit Trust, the George Webb Medley Trust and Lincoln College 
for their financial support. I also thank Stanley Trapido, Gavin Williams and Simon 
Katzenellenbogen for commenting on earlier drafts. 
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PJ CAIN and AG HOPKINS, British Imperialism: Innovation and Expansion, 
1688-1914 (London: Longman, 1993 Pp.xv + 504; maps. £38 hb, £16.99 pb). 

PJ CAIN and ac Hopkins, British Imperialism: Crisis and Deconstruction, 
1914-1990 (London: Longman, 1993. Pp.xiv + 337; maps. £30 hb, £11.99 pb). 


Every so often a work appears which can already, from the first, be regarded as 
a landmark, and Cain and Hopkins’ British Imperialism clearly comes into this 
class. Most economic historians will be familiar with the ‘gentlemanly capital- 
ism’ thesis propounded by the authors in the Economic History Review in two 
articles which appeared in 1986 and 1987, a viewpoint that itself builds upon 
much other recent research. This two-volume account of British Imperialism 
greatly expands their original articles to provide nothing less than an account of 
virtually the whole of modern British economic, social and even political history - 
in light of their original ideas. At the heart of Cain and Hopkins’ thesis ~ also 
emphasised, independently, by C.H. Lee in The British Economy Since 1700 
(1987) and by myself in numerous articles and books — is that ‘the rapid growth 
of the services after 1850 is the key to better understanding of the peculiar 
nature of British overseas expansion and imperialism’ (p.12). British imperial- 
ism reflects this ordering of the British economy, with the importance of 
industry certainly overstressed in previous accounts of imperialism. (The 
authors are much too modest here, for their aim is to show that pre-1850 
imperialism reflected the central fact of the cardinal importance of London and 
the service sector in the British economy long before this, while the crucial 
importance of London for understanding much more in Britain’s history than 
imperialism are both major themes in their work.) British capitalism was 
typically carried out by ‘gentlemen’ in the service sector, or reflecting the values 
and ambience of the British establishment in south-east England, rather than 
being rough-hewn industrialists of the north, and the whole range of govern- 
ment effort and state endeavour from the ‘Glorious Revolution’ down to the 
1950s was, essentially, geared to exploiting and developing this type of capital- 
ism, with its peculiar orientation towards finance and commerce and the deep 
involvement of the whole infrastructure of the British ‘establishment’ in its 
various guises and in a remarkably consensual way across political and party 
lines. 

British Imperialism appears in two chronological volumes. The first, the 
longer and more expensive of the two, sets out this argument in a number of 
general chapters occupying about half of the book, and touching upon matters 
as diverse as Britain’s growth rates and the tariff reform question. The second 
half of this volume examines the actual workings of British imperialism in a 
number of excellent case studies covering much (but not all) of the Empire and, 
as well, the ‘unofficial’ Empire in South America, the Ottoman Empire, and 
China, down to 1914. The second volume, covering the period since the First 
World War, essentially repeats this process for the more recent past. This brief 
account cannot convey the richness and sophistication of the authors’ works, nor 
the wealth of footnote references, many hundred in all, often citing research 
which will certainly be unknown to even the keenest scholar of this subject. 
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One might argue with a number of aspects of these books. While their work is 
called British Imperialism, this title is more than slightly odd, since their work is 
‘about’ far more than British imperialism, while many aspects of what one might 
presumably expect to find in books by this title are either simply absent or 
sketched only embryonically — Britain’s military conquests abroad and the 
growth of native nationalist movements, for instance. To give one striking 
example of this oddness, neither Gandhi or Nehru are, apparently, mentioned 
by name anywhere in either volume, certainly not in the section on India since 
1914. It would also be a pity if these works, which illuminate so much of modern 
history, were to be ghettoised in the sections of libraries and courses dealing 
with the Empire — where, paradoxically, it is arguable that they do not belong — 
rather than in mainstream British economic history, where their value and 
importance is undeniable. 

It is also the case that the authors have no real or convincing explanation as to 
why the system they term ‘British imperialism’ seemed to end so suddenly 
between about 1955 and 1970. Not merely did Britain’s last colonies gain their 
independence in this period, but the British government failed singularly to 
make satisfactory provision for a post-imperial world; indeed, British statesman- 
ship, never less than satisfactory during most of its long history if judged from 
the vantage-point of self-interest, appears to have declined to utter incom- 
petence sometime between Suez and the entry into the EEC, for reasons which 
are far from clear and which the authors are no more able successfully to discern 
than anyone else. Certainly something changed in the mental universe of the 
British Establishment at this time; but it has proven remarkably difficult to say 
precisely what. 

The authors are, however, almost wholly convincing in analysing Britain’s 
economic and imperial development down to the recent past according to their 
central argument, and British Imperialism will, I believe, lay to rest many of the 
criticisms and doubts which have naturally arisen as historians have presented 
aspects of their general interpretation in print. Dr Cain and Professor Hopkins 
cannot be praised sufficiently for their work, the product of extraordinary 
research, a wide historical imagination, high ability at synthesis, and most of all, 
accurate analysis. 


Deakin University W.D RUBINSTEIN 


JOEL MOKYR (ed.), The British Industrial Revolution: An Economic Perspective 
(Oxford: Westview Press, 1993. Pp.xi + 362. £36.95 hb, £12.95 pb). 


This collection of essays contains three contributors (Harley, Landes, Mokyr) 
looking at the Industrial Revolution in general together with essays on agricul- 
ture (Clark) and human capital (Mitch). As always with such ventures the 
standard is uneven and, in this case, it is not altogether clear what is the target 
audience. Nevertheless all professional economic historians interested in the 
period will certainly benefit by reading a volume which is, in turn, thoughtful 
and provocative. 

The highlights are to be found in the outstanding papers by Harley and 
Mokyr. Harley provides a careful and measured review of recent research on 
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macro-economic growth plus some new results from a Computable General 
Equilibrium model. Mokyr’s lengthy (131 pages) introduction to the volume is a 
superb overview of current thinking on the Industrial Revolution. It contains an 
excellent assessment of the historiography on the causes of the Industrial 
Revolution, is suitably rude to those who claim that there is no such thing, and 
is, of course, magisterial on technological change. 

The other three contributions all have something useful to offer. Mitch has a 
competent and compact survey of what is known about human capital formation 
which points up the huge gaps in our knowledge particularly of on the job 
training. Clark continues his iconoclasm on the timing of the agricultural 
revolution in a highly contentious paper which seeks to reject the conventional 
wisdom of such authors as Allen and Holderness. Landes enjoys himself by 
taking a few cheapshots at New Economic History in an essay which is both 
confused and confusing but great fun to read. 

Despite its many merits this book will probably disappoint most business 
historians. Business history is more or less ignored, although Mokyr’s essay 
includes a nice review of the Marglin controversy. More generally, this is not a 
balanced selection of subjects or authors and many topics (for example, foreign 
trade, capital markets or demographic change) would have been much more 
deserving of a survey article than human capital. 

Advanced students working under well-informed teachers will benefit from 
exposure to most of the material in this collection and most students will be able 
to take a good deal from Mokyr’s introduction which is a much revised and 
extended version of a much praised essay which he wrote for a similar volume in 
1985. Nevertheless, for most undergraduates this will be supplementary rather 
than required reading. Those wanting an economic perspective on the Industrial 
Revolution in a readily accessible textbook style will prefer the new edition of 
Floud and McCloskey. 

The overall message that I take from these essays is that the Industrial 
Revolution not only remains an exiting area in which either to research or to 
teach but also has seen considerable recent advances in knowledge. The argu- 
ments may not have been resolved but the debate is now at a much higher level. 


University of Warwick N.F.R. CRAFTS 


WD RUBINSTEIN Capitalism, Culture and Decline in Britain, 1750-1990 (London: 
Routledge, 1993. Pp.viii + 182. £25). 


This book is a frontal assault on the ‘cultural critique’ of the British economy 
espoused by Anthony Sampson, Corelli Barnett, and Martin Wiener. Its main 
proposition is that these authors have made a fundamental error in their 
interpretation of Britain’s relative economic decline. According to Rubinstein 
the fact that Britain’s economy has always possessed a comparative advantage in 
commerce and financial services means that ‘industrial decline or collapse can 
be seen, with greater accuracy, as a transfer of resources and entrepreneurial 
energies into other forms of business life’ (p.24). Thus, the expansion of the 
tertiary sector, notably after 1890, can be seen as an intelligent and rational 
response to new economic opportunities, fully consistent with a continual rise in 
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average living standards. The ‘cultural critique’, therefore, is wholly miscon- 
ceived — an intellectual cul-de-sac which offers an explanation of something 
which manifestly did not occur. In this respect Rubinstein comments favourably 
on Thatcherite views of the economy in the 1980s which explicitly rejected 
measures of state support for manufacturing industry on the grounds that the 
results were likely to be ‘quixotic and counter-productive’ (p.154). 

Rubenstein’s thesis is presented on three levels. In the first instance he makes 
good use of the concept of ‘gentlemanly capitalism’ to illustrate one of the major 
continuities in Britain’s economic experience stretching back to the later seven- 
teenth century, namely the persistently successful performance of the City of 
London and its associated commercial and financial businesses. From the old 
colonial system to the international economic order of the late twentieth 
century, through war and depression, the City has sustained Britain’s claim to be 
a great economic power. This metropolitan-based view of the British economy is 
buttressed by analysis of the geographic location and economic activities of ‘the 
taxpaying middle classes’, both of which were unusually concentrated in the 
Home Counties. Thus, in 1861, after a century of industrialisation in Lancashire 
and the West Riding of Yorkshire, London’s middle-class taxpayers were three 
times as numerous as their northern counterparts. The new wealth of Britain, 
therefore, far from being dominated by factory capitalists, was concentrated in 
the hands of bankers, merchants and financiers, together with professional men 
such as lawyers and physicians. The third component of Rubinstein’s analysis 
focuses on educational patterns which he identifies, rightly, as lying at the core 
of the ‘cultural critique’. For Wiener, the fact that the sons of successful 
industrialists received a public school and Oxbridge education led to a haemor- 
rhage of talent out of manufacturing at the same time as it created a cultural 
climate inimical to rapid industrial advance. But since far more financiers and 
merchants received such an education, how can this be reconciled with the City’s 
economic success? How could the very small numbers of public school-educated 
industrialists in the nineteenth century possibly account for the onset of relative 
industrial decline? In posing such questions Rubinstein exposes the core of the 
‘cultural critique’ for the superficial intellectual exercise that it is. 

Rubenstein’s analysis possesses substantial merit, not least because it is based 
in part upon empirically verifiable observations, and as an acknowledged auth- 
ority on British elites he is peculiarly fitted to comment upon the links between 
cultural and economic values. For business historians, moreover, his work 
serves as a salutary reminder of the limited sectoral compass of recent North 
American commentaries on Britain’s business structure and performance. That 
said, there are flaws and omissions in Rubinstein’s own approach. It would have 
been desirable, for example, to comment more fully on the well-established 
thesis of a divided capitalism, especially that aspect which would argue that the 
performance of British industry has been seriously harmed by a City-inspired 
macro-economic policy agenda. Furthermore, there is nothing in Rubinstein’s 
account which takes real cognisance of the de-industrialisation of Britain in the 
last quarter century and its adverse social and economic consequences in terms 
of employment levels and the structure of the balance of payments. In truth, 
Britain has long possessed a dual economy in which a substantial part of the 
service sector has been dependent for its prosperity on manufacturing industry. 
The cosmopolitan capitalists of the City may have been capable of maintaining 
middle class living standards in the Home Counties, but this was complemented 
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by a provincial industrial base on which millions of people depended for income 
and employment. All industrial economies have evolved to include substantial 
tertiary sectors, Britain’s more than most, but to present this as inevitable, 
mexorable and, at all times, desirable is to ignore the whole complex of 
influences which determine national competitive advantage. 


Lancaster University MAURICE KIRBY 


GR SEARLE, Entrepreneurial Politics in Mid-Victortan Britain (Oxford: Oxford 
University Press, 1993. Pp.viii + 346. £40). 


Geoffrey Seale is well known for his sparkling analyses of the corrupt links 
between businessmen and politics in Edwardian Britain. In his latest book he 
steps back two generations in search of the principled politics of mid-Victorian 
businessmen. Here he is on less familiar ground but he makes extensive and 
intelligent use of recent detailed studies, supplemented by an array of archives, 
some novel (including those of the Bradford Chamber of Commerce and 
the Association of Chambers of Commerce), many well known (including the 
papers of Gladstone, Palmerston, Bright, Baines, and Cobden, but not the 
important Cobden archive at the West Sussex Record Office). From this basis 
he constructs a lively discussion of ‘entrepreneurial political failure’, asking, as 
others have done, why the Radicals of the generation of Anti-Corn Law League 
did not develop successful or distinctive policies on issues such as financial, 
administrative, educational and parliamentary reform. He surveys the ‘primacy 
of Palmerston’, adding to E.D. Steel’s recent re-evaluation, provides a useful 
portrait of W.E. Forster as a commercial politician, and summarises recent work 
on employers and labour. This is therefore the first account which has attempted 
to build up a ‘British’ picture of issues which have so far been treated through 
regional, monographic studies. Few of Searle’s conclusions are surprising, but 
the debate is conducted in a consistently vigorous, challenging, and informative 
manner from which many general readers, as well as business historians, will 
benefit. 

Nevertheless, it will at once be obvious that Searle’s concerns fall short of 
entrepreneurial politics as a whole. Disappointingly he omits both business 
Conservatives, a thriving breed during his period and, more alarmingly, he 
omits vital areas of entrepreneurial endeavour, above all the City of London and 
Scotland. His subjects remain very much the northern, dissenting industrialists, 
a stereotype of the entrepreneur which others have attempted to undermine. 
Moreover, Searle’s entrepreneurial radicals are by no means the self-evident 
group he purports them to be, for they include both radicals promoting business 
values, and entrepreneurs promoting radical ones. Collectivities such as ‘the 
Cobdenites’, ‘the Manchester School’ and the commercial liberals’ are casually 
invoked but not carefully defined. It follows that Searle is far more successful in 
delineating a mind-set which may be labelled ‘entrepreneurial’ than in attaching 
this to any particular group of businessmen. Indeed, as he paradoxically con- 
cludes, statesmen, such as Robert Lowe, may well have been more effective 
advocates of entrepreneurial values than businessmen themselves. The political 
weakness of Britain’s businessmen may even have been a source of economic 
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strength. This is an intriguing hypothesis, but one which deserves at least some 
continental comparisons, and one which might be even more profitably tested in 
the years of fair trade, Empire, and the Great Depression than in the age of 
equipoise to whose understanding Searle powerfully contributes here. 


London School of Economics AC HOWE 


CAROLYN BAYLIES, The History of the Yorkshire Miners, 1881-1918 (London: 
Routledge. 1993. Pp.xiv + 521. £45 hb). 


This book, the result of research financed by the Yorkshire area of the National 
Union of Mineworkers, is described on the dust cover as a detailed social history 
concerned with the workers in the Yorkshire coal industry, their union, and the 
broader mining communities in which they lived. Following a brief examination 
of the early moves towards unionisation in the middle decades of the nineteenth 
century, the book focuses on the period from 1881, when the first country-wide 
union, the Yorkshire Miners’ Association (YMA), was formed, through to the 
end of the First World War, when the union’s leadership was at last deter- 
minedly attempting to move the YMA away from its initial base as a union for 
skilled underground colliers towards being a full industrial union representing 
the whole of the workforce both below and above ground. 

Despite the book’s length, it would be unrealistic to expect a full examination 
of all aspects of the issues noted on the dust cover. Indeed, the book is 
somewhat narrower than suggested, being in reality a history of the YMA from 
1881 to 1918. Nonetheless the book is of importance, particularly given the 
significant role played by the YMA and its leadership in the formation and 
organisation of the Miners’ Federation of Great Britain during this period. 
Whilst there is an inevitable bias in the book towards an examination of overall 
policy objectives of the YMA’s executive, the book successfully avoids the trap 
into which many union histories have fallen, namely, that of focusing so intently 
on the institutional framework that wider issues and wider perspectives are 
ignored. Indeed the author gives a significant amount of space to disputes where 
there were differences of opinion over policy and strategy between the district 
and local levels of the union. However, whilst the author does attempt to 
explore the dynamic between district and local levels, there is little by way of 
any real analysis of such events or any attempt to consider who, if either party, 
was right or wrong. 

This problem is symptomatic of a general fault with the book. Whilst well- 
researched and full of interesting factual material which is woven together 
skilfully and in a manner which is highly readable, it lacks any decisive analytical 
content. Furthermore, not only is it a story without an end (the history of the 
union after 1918 has still to be written), it is also a book without a conclusion — 
the final chapter simply ends with the move towards a full industrial union. 
Whilst this may neatly provide a starting point for whoever writes the next 
volume of the union’s history, it does leave the historian feeling somewhat 
uneasy. Why is there no attempt to assess the successes and failures; if there 
were any, of the union and/or its leadership over the period from 1881 to 1918? 
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We may be given facts such as the number of union members, and told 
something about the frequency and duration of strikes, but at no point does the 
author attempt any serious overall assessment of the influence of the YMA 
during the period to 1918. Whilst one may sympathise with the author that many 
issues were complex and often interrelated, is this sufficient justification for 
either a lack of analysis or of criticism? 

For those wanting to know, from a factual point of view, about the develop- 
ment of the YMA and specific disputes, this is a book worth examining. For 
those requiring historical analysis, however, the book will be a disappointment. 
Perhaps it is the author’s lack of historical training which explains this, some- 
thing which may also explain some of her somewhat dated general comments, 
particularly in relation to the issue of productivity in the coal industry prior to 
the First World War. The debate over the decline or otherwise of productivity 
has moved on a long way since Taylor, as a reading of Church’s volume in the 
NCB history series - a notable omission from the bibliography — and a 
subsequent paper of his in this journal, would have made clear. 


Business History Research Unit, 
Cardiff Business School T BOYNS 


CAROL KENNEDY, ICI: The Company That Changed Our Lives (London: Paul 
Chapman Publishing Ltd, 2nd edition, 1993. Pp.x + 223; illus. £15.95). 


This second edition, of a book published in 1986 to mark the diamond jubilee of 
ICI, is presented in a slightly larger format by a different publisher; the 
illustrations are integrated in the text rather than ın blocks of plates as they were 
in the previous edition. Changes to the 1986 text, however, are slight, other than 
the insertion of sub-headings. Two new chapters have been added. The first, on 
the environmental revolution, deals mainly with ICI’s development of substi- 
tutes for CFCs, while touching, briefly on the effect of other environmental 
regulations. 

The second new and now final chapter of the book entitled ‘Under Siege’, 
starts with the changes initiated by Sir Denys Henderson, who succeeded Sir 
John Harvey-Jones as Chairman of ICT in 1987. It goes on to relate the impact 
on the company of Hanson’s purchase of a stake in ICI and the evolution within 
the company of the idea of demerging the so-called bioscience businesses. A 
short account follows some of the planning of the split into two businesses, ICI 
and Zeneca. While it would have been difficult to publish the book at this time 
without some discussion of the major changes taking place, this chapter sits 
uneasily with the logic and structure of the book and its purpose, the exploration 
of how some of ICI’s most significant research discoveries were made and 
exploited. Written very much from the company’s perspective, it says little 
more, if anything, than has already been published in the business press. 

This leads inevitably to the question — why a second edition now? And the 
answer, in part at least, must surely be to capitalise on public interest in ICI at 
the time of the flotation of Zeneca. But in terms of what can be said and written 
now, in 1993, there could hardly be a more inappropriate time. Many of the 
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areas in which ICI is active are at a turning point, not mentioned here, not least 
the international pharmaceutical industry, Zeneca’s major playing field As the 
demand for contemporary history and analysis grows and the pace of corporate 
change accelerates a second edition in a few years’ time would have been more 
appropriate and, perhaps, useful. 

Despite its size and significance to the UK economy and, over the last decade 
or so, the increasingly international nature of its business, relatively little has 
been written about ICI. The late Bill Reader’s superb two-volume history stands 
as a benchmark of the scholarly and readable business history, but it ends in 
1952. Pettigrew’s study of change in ICI, The Awakening Giant (1985), suggests 
an analytical framework which might well be applied to the more recent events 
in the company. It is to be hoped that sometime in the next ten years a study of 
ICI’s development, including research and development, product innovation 
and marketing and organisational change since 1952, will be published. 


Oxford Brookes University JUDY SLINN 


H. VAN DRIEL, Four Centuries of Warehousing. Pakhoed: The Origins and 
History, 1616-1967 (Rotterdam: Royal Pakhoed, NV, 1992. Pp.152: illus. No 
price given). 


Pakhoed is an important warehousing and distribution company based in 
Rotterdam which was formed in 1967 by the merger of two organisations, which 
in turn were combines of older enterprises. The name Pakhoed only appears in 
the last half-dozen pages of the book, the rest of the work being devoted to the 
long history of its antecedents. A great deal of detailed attention is given to 
seventeenth- and eighteenth-century trading practice in Holland. 

It appears that warehousing in Holland originates with two distinct traditions. 
The veem (warehouse company) was originally a co-operative of from three to 
ten weigh-house porters who belonged to an ancillary guild of Amsterdam in the 
seventeenth century. The pakhursmeesterer, or warehouse keepers, were a 
somewhat superior class who supervised the work and kept the books. After the 
Napoleonic occupation a few men from both groups created storage companies, 
mainly to deal with the primary products (sugar, coffee, indigo, and so on) 
imported from the Dutch East Indies. The second group, now with a stronger 
base in Rotterdam, moved into tea and then into oil storage in the 1870s. 
Conversion into limited liability companies towards the end of the century gave 
the historic enterprises more stability and access to capital. 

Wartime destruction of dock property and the post-war loss of the Dutch 
Empire was a severe setback, but there were soon to be compensating advan- 
tages, particularly for Rotterdam. As the old trading companies disappeared, 
new clients appeared in the form of industrial companies importing their raw 
materials direct from overseas producers. Turnover of stocks accelerated, and as 
the speed of goods moving through the warehouses increased so did earnings. 

This little book is certainly to be commended for offering long historical 
context to its subject. It also offers interesting details on the connections with 
the Dutch East India Co. (the VOC) and its successor the Dutch Trading Co. 
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(NHM). However, in the more recent penod, this spatial context — the relations 
with clients ~ is rather sketchy, so the reader is left wondering which European 
industrialists sustained this historic form of enterprise. 


University of Nottingham SD CHAPMAN 


MANFRED PIX and HANS POHL (eds). Invention, Innovation, Diffusion: Die 
Entwicklung des Spar- und Sparkassengerdankens in Europa (Stuttgart: Franz 
Steiner, 1992. Pp.236. DM 76). 


The theme of the 1990 Munich conference from which these papers have been 
drawn was the ‘innovation’ and diffusion of the concept of the savings bank in 
eighteenth- and nineteenth-century Europe. While there are some useful contri- 
butions to this theme, it is unfortunate that the authors remained so true to their 
brief, for an opportunity was lost to explore wider and ultimately more interest- 
ing ramifications of the savings bank movement. 

After a brief introduction by Pohl, illustrating the chronology of diffusions, 
the volume is divided into two sections. The first contains five papers which 
examine the conditions under which the earliest European savings banks 
appeared between the 1770s and 1830s. Wolfram Fischer finds some common 
features: population pressure on existing resources, a ‘latent threat’ of poverty 
for the middling classes caused by the economic shocks of the period, credit 
constraints on small producers, and the intellectual foundations provided by the 
Enlightenment and older philanthropic traditions. The other contributions in 
this section examine specific channels by which the idea of savings was transmit- 
ted, namely the works of the classical economists, diplomatic reports, the 
‘Patriotic’ reform societies and newspapers of the (mostly German) 
Enlightenment. The second section comprises six papers which examine, to 
varying degrees of rigour, the diffusion of savings banks in Austria, Prussia, 
Britain, Spain and Scandinavia. Apart from a brief postscript by Pohl, the 
reader is left to draw his/her own conclusions and to make transnational 
comparisons. 

Some conclusions may be drawn. Firstly it is clear that institutionalised 
savings preceded rather than followed the process of industrialisation in most of 
Europe. However an opportunity was missed here to explore this relationship 
on a comparative basis. Indeed, only two papers, Martinez on Spain and 
Gosden on Britain, provide any data sets on the number of banks and volume of 
savings which might be useful in such a study. Secondly, it is clear that a 
confluence of several factors helped explain the diffusion of the savings bank 
idea. Primary among these, although under-explored in this volume, was con- 
cern about public disorder and the spectre of revolution. In Spain and Germany, 
as in Britain, savings banks were part of a social project, mvolving various 
combinations of liberal reformers, clerical and state authorities, which aimed to 
divert the energies of the discontented poor. Another factor, given more 
prominence here, was the emergence of a consensus around the need to raise 
the moral condition of the poor in a period of rapid economic and demographic 
change. Among clerical and secular promoters of savings banks across Europe 
there was a common equation of poverty with sin, and a common view of savings 
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as a means of erasing that sin. The papers in that volume, however, largely fail 
to examine the extent to which the aims of such promoters were realised, along 
the lines recently followed, for example, by Paul Johnson. In summary, while 
this volume may provide historians with a useful overview of the early develop- 
ment of saving banks in Europe, the time is surely ripe to move on to a more 
ambitious research agenda in this field. 


University of Hull ROBIN PEARSON 


JURGEN KOCKA and ALLAN MITCHELL (eds.), Bourgeois Society in Nineteenth 
Century Europe (Oxford: Berg, 1993. Pp.xi + 468; tables. $40 hb). 


This book grew from a co-operative project in the Institute of Advanced 
Studies, Bielefield 1986-87. The original German version, published in 1988, 
ran to three volumes. The abbreviated English translation presents 17 extracts. 
Not surprisingly the German case occupies centre-stage, but always in a com- 
parative framework. There are four papers on the middle classes in European 
society, five on comparisons between Britain and Germany, four on compari- 
sons between Germany and France and the last four on ‘special problems’, 
including papers on the Italian and Hungarian examples. 

Translation is not an easy exercise and there are some particularly tricky tasks 
in this context. Indeed the preface notes the difficulty of interpreting the 
German Bürgertum and its variants (such as wirtschaftsbiirgertum, for which 
‘entrepreneur is a poor substitute, or Bildungsburgertum, for which ‘pro- 
fessional classes’ hardly suffice). The English language really lacks adequate 
equivalents to the German, which is why we have reverted to the French, 
bourgeoisie. This is a linguistic curiosity, perhaps, as nineteenth-century Britain 
was arguably the bourgeois society par excellence. 

The scope of the various papers is great, ranging over aspects of culture 
and honour, as well as the more down-to-earth questions of property rights and 
business practice. Kocka’s opening paper sets out, with admirable clarity, 
the place of the German bourgeoisie in the cultural and political context of the 
nineteenth century and compares that position with other parts of Europe. 
Werner Mosse develops the theme in with a broader survey of nobility and 
the middle classes. Both these papers draw out the peculiarities of Prussia 
and England in experiencing a merging of political interest between nobility and 
middle classes in the nineteenth century. George Ranki (who died while the 
German edition was in press), in a fascinating paper on Hungary, traces 
the growing commercial interests of the Hungarian nobility after 1860, with the 
expansion of the grain market. Through this trade the nobles and the wealthier 
members of the middle class, many of whom were Jewish, developed common 
interests. As a result many bourgeois were able to acquire titles, estates and 
other paraphernalia of nobility. Some 346 Jewish families were thus ennobled in 
Hungary. 

Among the other papers of particular interest to the business historian, two 
stand out: ‘Businessmen in Western Europe’ by Youssef Cassis and ‘Morality in 
Business Practice’ by Richard Tilly. Cassis looks at the relationship between big 
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business and aristocracy in Britain and Germany. His statistical comparisons of 
the major companies by size of labour force in the early twentieth century are 
revealing. They were all in iron, steel, coal or engineering in Germany; much 
more likely to be in textiles in Britain. Yet in both countries the most wealthy 
individuals were in finance rather than in manufacturing. In tracing the evol- 
ution and practice of business morality in Britain and Prussia he is able to 
contrast interest of jobbers and brokers in the City with the banks in Germany, 
and show how ‘short termism’ and speculative flotation were endemic in Britain 
even in the nineteenth century. 

As is inevitable in such collections the whole is not always more than the sum 
of the parts. The theme is one of perception and definition of terms, which is 
where we came in. Part of the overall objective was to examine the ‘peculiar 
path’ of German development. The result of these researchers is to suggest that 
Britain, France and Germany each had their peculiarities and similarities. 


University of East Angla ROGER MUNTING 


JONATHAN MORRIS, The Political Economy of Shopkeeping in Milan, 1886-1922 
(Cambridge: Cambridge University Press, 1993. Pp.xv + 312. £37.50 hb). 


If we know all too little about the economic history of the small enterprise in 
modern Europe, its social and political development was until recently no better 
understood, interpreted only as the supposed backcloth to inter-war fascism. 
Revisionist approaches to industrialisation have yielded far more generalities 
about small enterprises than they have systematic research, and this applies 
equally to the retail sector which grew rapidly during urbanisation, primarily 
through the proliferation of small independent shops. The last decade has at 
least seen a substantial renewal of interest in the social and political experience 
of small enterprises during the nineteenth and twentieth centuries, and Jonathan 
Morris’s study of the politics of Milanese shopkeepers during the period of the 
city’s rapid industrial growth is a welcome contribution to a subject neglected by 
Italian historians. 

At the heart of the book lies the exploration of the politics of Milan’s 
shopkeepers, and the belief that it is through politics that identity might take 
shape amongst an occupational group often individualistic and sectional in its 
interests. Morris reveals a shopkeeping community that was hardly a commu- 
nity, certainly not during the period when Milan’s geography dominated shop- 
keeper politics. The dazio consumo (excise tax) operated differently in the inner 
and outer city, a physical division marked by the Spanish walls, and those 
shopkeepers who operated in the popular neighbourhoods of the circondario 
esterno beyond the walls benefited from the lower incidence of taxation. This 
was more than just a taxation division — the working population clustered in the 
cheaper suburbs, while shopkeepers were disproportionately located just be- 
yond the barrier, assuming a dual identity as shopkeepers and suburbans which 
embedded them in the popular communities which they served. No issue of 
concern to Milan’s shopkeepers could overcome the division of interests created 
by the dazio consumo and, in focusing on urban geography and taxation systems 
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as forces for political formation, Morris draws our attention to factors that have 
been underestimated by historians. The outcome is a careful presentation of the 
political trajectory of Milan’s shopkeepers, from the period before the abolition 
of the taxation barrier in 1898, when geographical considerations prevailed and 
when shopkeepers formed part of the radical and democratic opposition to 
Milan’s entrenched elite, to the years after 1898 when a fragile shopkeeper unity 
began to emerge in response to the growing strength of socialists in general and 
consumer co-operatives in particular. 

Jonathan Morris has provided a distinctive and valuable case study of the 
shifting bases of shopkeeper politics at a critical time of transition for Europe’s 
petits bourgeois. If he has less to say on the social relations of shopkeepers, he 
does devote two early chapters to the business context of their political con- 
cerns. These chapters, although too narrowly based on taxation and census 
sources to constitute a thorough examination of the business experience of the 
town’s retailers, nevertheless provide much of interest. Morris reveals a gender 
distribution common throughout Europe, with the one-third of Milan’s shop- 
keepers who were women heavily concentrated in the more precarious trades 
such as fishmonger, haberdasher, and greengrocer; he shows the way credit and 
bargaining provided a structure of relations between shopkeepers and customers 
that was shaped not only by business considerations but also by ideas of rights 
and custom; he confirms for this Italian city the strong place of immigrants in 
urban retailing which historians have noted elsewhere in Europe; and, through 
the relatively crude measure of mean taxable income, he offers a picture of the 
retail hierarchy that reveals pharmacists, confectioners and butchers at the top, 
and the small food and drink trades, general stores, and state monopoly goods 
dealers at the bottom. These chapters on retail business, however, are not the 
heart of the book and the research base on which they rest remains narrow, but 
they constitute a useful sketch in a field where systematic economic studies 
remain few. The real focus of the book is on the struggles of Milan’s shop- 
keepers to represent their diverse interests in the political arena, and on the 
divisions that insistently refused to follow those of occupation alone. Jonathan 
Morris’s fine case study confirms the impression that shopkeepers in modern 
Europe were a group whose social identity probably followed rather than 
initiated political action. - 


University of Essex GEOFFREY CROSSICK 


ANTHONY S. TRAVIS, The Rainbow Makers: The Origins of the Synthetic Dyestuffs 
Industry in Western Europe (London: Associated University Presses, 1993. 
Pp.335. £41.95). 


Judging by the frequency with which the shortage of khaki dye for army 
uniforms in 1914 is mentioned in exam scripts, the British dyestuffs industry is 
firmly embedded in the undergraduate mind as an example of entrepreneurial 
failure. With the first key discovery (Perkin’s synthesis of mauve from aniline in 
1856), the largest textile trade and an abundance of the essential raw material, 
Britain should have succeeded in synthetic dyes. It did not, and this inevitably 
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prompted comparisons with Germany and, to a lesser extent, Switzerland. 
German success has been attributed to its educational system with its emphasis 
on science and close relationship to business, to the government which provided 
an effective patent law and tariff protection, to laws which favoured cartels and, 
of course, to a dyestuffs industry which, within this benign institutional frame- 
work, invested heavily in R & D and pursued aggressive sales strategies. So 
described, dyestuffs epitomises Britain’s relative economic decline, a classic tale 
of German virtues and British vices: neglect of scientific education, attachment 
to free trade, a patent law which before 1907 did not require foreign firms to 
work their patents in Britain, an antipathy to combines and overweening 
customers, the textile manufacturers, who wanted best quality dyes at the 
keenest prices — and that meant German dyes. 

Yet, as Sandberg pointed out, these allegations (particularly under- 
investment in R & D) rest on slender evidence. This makes Travis’s book 
particularly welcome, all the more so as he traces developments across western 
Europe, allowing comparisons between Germany, Switzerland, Britain and 
France. This framework also shows the importance of scientific migrants and the 
extraordinarily rapid rate of technology transfer. 

Travis is a historian of technology with ideal qualifications for investigating 
synthetic dyestuffs, but his agenda is naturally different from that of economic 
historians who may be disappointed by his limited employment of economic 
reasoning and quantification. Actually the book poses a methodological chal- 
lenge, namely, how to assess the economic significance of the technological 
changes Travis describes. Simply comparing particular innovations will not do, 
for competitive survival required near-continuous process improvements to 
secure higher yields and better quality in the face of dramatic price reductions. 
R & D expenditures also need to be assessed in a way that embraces the long- 
run potential revealed by chemical synthesis. Travis argues that R & D was not a 
causal factor in the early growth of the German industry, indeed it relied on 
borrowed technology. Until the 1880s even the most ambitious research 
required no more than a handful of professional chemists. What changed was 
the balance between industrial organic chemistry and academic chemistry. 
Scientific method began to contribute to industrial problem solving between 
1859 and 1864 and innovation moved rapidly away from the crossroads between 
craft and science in the direction of the latter. This was the point when patenting 
had profound consequences. The French system was disastrous, Britain’s was 
little better, only the sensible Swiss abolished patents in 1863. The glacial 
slowness of the courts created great uncertainty, deterred investors and splin- 
tered the British dye economy. The consequent absence of large firms became 
an enormous weakness once science-based empiricism gave way to sound theor- 
etical bases which encouraged the design of totally synthetic pathways. Here the 
key concept was Kekulé’s six carbon benzene ring (1865), a model which 
enabled chemists to resolve the problems of molecular architecture. The British 
industry, dominated by small and medium-sized family businesses and partner- 
ships, failed to appreciate the new methodology and by 1875 had been’ 
outclassed. 

By 1900 when, again characteristically, representatives of the German state, 
industrial companies and educational institutions assembled to mark the open- 
ing of the new headquarters of the Deutsche Chemische Gesselischaft and to 
celebrate the completion of ‘the chemists’ rainbow’, Britain’s role was reduced 
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to that of a bulk supplier of raw materials and intermediates. Money was made 
from this, enough to predict that a cliometrician will declare it a rational 
specialisation, but the role betrayed a diminishing interest in knowledge-based 
technology and the rewards that would accrue to those who invested in the 
‘endless combination game’ of chemical synthesis. That was the real failure. 


Derwent College, University of York RON WEIR 


JL. VAN ZANDEN, The Rise and Decline of Holland’s Economy: Merchant 
Capitalism and the Labour Market (Manchester: Manchester University Press, 
1993. Pp.xii + 186. Translation Richard Yntema. £35). 


This is an ambitious book. In less than 200 pages, the author covers the period 
from 1300 until 1850 and develops a Marxist-inspired theory of merchant 
capitalism, while at the same time wanting to shed new light on the rise and 
decline of Holland in the early modern period, as well as on the late industriali- 
sation of the Netherlands. In his view, developments in the labour supply are 
central to our understanding of the early modern period. He blames most 
historians for their one-sided emphasis on market activity and the figure of the 
merchant-entrepreneur. 

Van Zanden’s first aim is to summarise recent research on the Dutch labour 
market. He is especially concerned with labour supply and takes labour demand 
for granted most of the time. His starting point is the interaction between 
population growth and economic growth in Holland from the fourteenth century 
onwards. The combination of agrarian with proto-industrial activities created a 
flexibility in labour supply that greatly contributed to Holland’s economic rise in 
the sixteenth century. Between 1580 and 1650 the link between the agrarian and 
industrial activities disappeared. On the one hand, large-scale farming super- 
seded small-scale farming, on the other hand, an urban proletariat developed. 
When the flexible labour supply disappeared, economic stagnation began. 

More detailed information about labour supply is given for Amsterdam. In a 
chapter written together with A. Knotter, the author shows the importance of 
immigration. Amsterdam attracted both skilled and unskilled workers. In the 
sixteenth century, immigrants came from neighbouring provinces, but in the 
first half of the seventeenth century, immigrants were recruited as far as 
Germany and Scandinavia. Part of the immigrant labour was seasonal or 
otherwise temporary. The immigrant workers combined their small-scale farm 
with wage labour in merchant capitalism. In another chapter the ‘pull’ and 
‘push’ factors behind migration are analysed. 

To achieve the combination of farming and wage labour, it was not always 
necessary to migrate. Van Zanden describes how in certain areas, those with 
small-scale farming, proto-industry developed. In some cases, an early proto- 
industrialisation led to the loss of the agrarian basis. Van Zanden also draws in 
the labour market outside Europe. On the basis of the Dutch East India 
Company in the Moluccas and the plantation economy in Surinam, he makes 
clear how merchant capitalism used either pre-capitalist exploitation mechan- 
isms or slavery. In a short excursion into the nineteenth century, he argues that 
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the first Dutch attempt at industrialisation was in fact a revival of merchant 
capitalism. 

In all these chapters, Van Zanden brings in recent research results, combines 
them with older literature and enters into existing debates with relish. He is 
stimulating and provocative But his ambitions go further. He discerns five 
variations on labour supply and finds one joint principle for them all: merchant 
capitalism could not exist without pre-capitalist modes of production, because 
the payment of labour was insufficient to reproduce labour power. One has to 
admire his ingenious construction, but his theory of merchant capitalism is not 
very convincing. 

Van Zanden’s theory of merchant capitalism is based on Marx’s labour theory 
of value. The author’s choice for Marxism is not dogmatic but practical; he 
considers it is a useful tool to order reality. In industrial capitalism labour earns 
no more than the amount of money needed to reproduce labour. According to 
Van Zanden, the situation of the worker in merchant capitalism is even worse, 
because the production per worker appears to be insufficient to cover his 
reproduction costs (p.8). Therefore, the reproduction of labour power occurs 
largely outside the sphere of merchant capitalism. In the pre-capitalist modes of 
production. The author concedes that his hypothesis is difficult to demonstrate. 
The production per worker depends, among other factors, on the state of 
production techniques. Yet, on page 14, the author states: ‘Since this book 
focuses primarily on changes in the labour market, I will not discuss the role of 
production techniques’. This restriction makes it even more difficult for him to 
prove his hypothesis. In the epilogue, the author concludes that his hypothesis 
(that the remuneration of labour lay below the reproduction costs of labour 
power) has been made plausible. His whole theory of merchant capitalism, in 
fact his whole book, rests on a hypothesis that turns out to be no more than 
‘plausible’. One wonders, were there really no tools in modern economic theory 
that could have served the author better? The use of common economic 
language would certainly have made the book more accessible to non- 
specialists 

How well does this theory explain the rise and decline of Holland’s economy? 
In chapter two, Van Zanden describes how the rise in sea water level made 
subsistence farming impossible for Holland’s peasants. The peasants could have 
abandoned the land in search for more fertile ground. Instead, the agricultural 
sector was almost completely commercialised by shifting to commercial cattle 
farming and the import of grain. The crucial question is: why did the peasants 
choose this second option? Van Zanden cannot answer that question within his 
own theory. Instead he refers to ‘two more or less coincidental circumstances’: a 
flourishing market for luxurious livestock products in the southern Netherlands 
and the availability of large surpluses of grain in northern Germany and the 
Baltic (p.31). Here he touches upon entrepreneurship and technological devel- 
opments (for instance in transport), two factors he chooses to leave out of his 
story. To explain the other turning point, the decline, Van Zanden has to fall 
back on the owners of the government debt, who collected a growing share of 
the ‘surplus’, but refused to spend their money in a productive way (p.139). 
Again he touches on entrepreneurship, in this case on the lack of entrepreneur- 
ial spirit, without elucidating this point any further. In his epilogue the author 
agrees that a complete theory of merchant capitalism should take into consider- 
ation entrepreneurship, technological development and the process of state 
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formation. It is a loss that he did not give himself the time to build these factors 
in his synthesis. He might then have come up with a more satisfying theory. Now 
his book is at the most a probing plea to give the labour supply more attention. 


Center for Business History, 
Erasmus University Rotterdam KEETIE E SLUYTERMAN 


SIDNEY POLLARD and DIETER ZIEGLER (eds.), Markt, Staat, Planung ~ Historische 
Erfahrungen mit Regulierungs- und Deregulierungsversuchen der Wirtschaft (St. 
Katharinen: Scripta Mercaturae-Verlag, 1992. Pp.299, statistics and graphs. 
DMS8 pb.). 


Sidney Pollard retired from his chair at the University of Bielefeld in 1990. This 
inspired his colleagues to organise a conference on economic history in his 
honour. Spanning the period from the eighteenth century to the present, these 
papers explore the relationship between the state and the economy in Europe 
and focus especially on state intervention. With the growing twentieth-century 
convergence of Western government economic policy, the papers in this volume 
make an important contribution to current debates. 

Three chapters relate to eighteenth-century notions of state intervention. In 
his chapter, Sidney Pollard explores the historical and theoretical development 
of the role of government in Britain and Germany. For Britain he traces the 
evolution of state intervention from the laissez-faire stance of the eighteenth 
century to the growth of government involvement in the economy in the 
twentieth century. For Germany, on the other hand, he explores the expansion 
of Prussian bureaucracy whilst pointing to the passive economic policy of post- 
war Germany. He concludes that the adjustment of economic policy was closely 
associated with the industrialisation process. In his contribution, J.R. Harris 
explores the extent to which government, rather than companies promoted the 
industrial espionage widely believed to lie behind eighteenth-century transfers 
of technology between Britain and France. It was the issue of privileges and 
exclusive rights to producers of certain goods and the granting of subsidies to 
firms in new industrial sectors which, he argues, encouraged industrial spying. 
The second article on France is by F. Crouzet. It provides an insight into the 
relationship between inflation and revolution between 1789 and 1797. He dem- 
onstrates that high inflation was an important factor which stimulated a change 
in economic policy. It stimulated a dirigiste economic and anti-infiationary 
policy. This could only succeed when linked to economic terror. With the 
abolition of dirigism, after the death of Robespierre, the economy moved 
towards a laissez-faire approach and eventually to even higher inflation and 
economic collapse. 

Three chapters deal with governmental intervention in Great Britain. 
Berghoff explores the impact of governmental laissez-faire on regulation in the 
nineteenth century: Classic liberalism, he argues, was successful until the late 
nineteenth-century Great Depression. He denies that state measures to secure 
consumer rights, health and safety regulations, control of monopolies, defence 
and foreign trade policy reflect any growth in intervention in this period. 
Ziegler’s article compares English and Prussian railway policy and highlights the 


116 BUSINESS HISTORY 


important contrasts. Whereas in England railway building was not co-ordinated 
by the government, in Prussia the railway system was state-run. In an article on 
twentieth-century British government policy, Siegenthaler on the other hand, 
highlights the emergence of Thatcherite policies after the long post-war experi- 
ence of active economic policy. Tilly’s article deals with the importance of 
Germany’s mixed banks for the nineteenth and twentieth century’s economic 
growth, and highlights the contrasts with the much more specialised British 
banking system. Five further contributions deal with central, southern and 
eastern Europe. Waechtler’s provides a rather descriptive outline of the nega- 
tive performance of factors of production in the former German Democratic 
Republic. He argues that the denial of the idea of performance and a false 
assessment of the importance of human capital and intelligence accounted for 
this poor performance. Wixforth looks at the change of the role of the govern- 
ment in the Russian economy between 1900 and 1940. He demonstrates that 
although state intervention rose in Russia from the time of Peter the Great it 
was driven primarily by political factors and was consequently unsuccessful. The 
establishment of Czechoslovakia’s market economy in the inter-war period 
is the subject of Teichova’s interesting article, whilst Petri and Wellhoener 
respectively explore Italy and Spain as examples of self-sufficient economies. 
The promise of the title is fulfilled in this collection, with each policy being 
judged in the appropriate historical and political context. The evidence in many 
of the contributions illustrates, however, that the success of state intervention 
was dependent upon economic rather than political considerations being pre- 
eminent. This collection is a useful addition to the literature on state inter- 
vention and will be valuable to economists, economic and business historians. 


Lancaster University SABINE SPANGENBERG 


WOLFGANG E. WICHT, Glanzstoff: Zur Geschichte der Chemiefaster, eines 
Unternehmens und seiner Arbeiterschaft (Bergische Forschungen, Band XXII, 
Neustadt/Aisch: Schmidt, 1992. Pp.377; figs., tables. No price given). 


Glanzstoff, as admitted by Wicht, is an unlikely name for a multinational 
company. Difficult for non-German speakers to pronounce, and in itself fairly 
meaningless — it translates roughly as ‘Lustre fabric’ — the name nevertheless 
survived 80 years as the abbreviated title of German’s largest rayon producer. 

As a member of the personnel department at Glanzstoff from 1947 till his 
retirement in 1984, and with access to the extensive company archive, Wolfgang 
Wicht is in a useful position to write the firm’s history. His book is divided into 
three main sections. The first provides a sketch in 80 pages of the history of 
the corporation, from the early days of the ‘artificial silk’ industry and the 
company’s foundation in 1899, to its complete subsumption as a subsidiary of a 
Dutch multinational in the 1970s. With the important exception of Wicht’s 
account of the period from 1965 to 1984, this section complements, but does not 
supersede, Coleman’s far more comprehensive history of the industry in his 
study of Courtaulds. There is little analysis of profitability, for example, and 
Glanzstoff’s performance is seldom discussed in a comparative context. 

The strength of the book is rather to be found in the remaining sections which 
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present a history of the workforce in Glanzstoff’s various German plants. It 
should be noted, however, that here Wicht does not really adopt the approach 
of an industrial sociologist or social historian. While the changing age, gender, 
ethnic and occupational structure of the workforce is discussed, and a nod is 
given in the direction of working conditions, we are never given a sustained 
account of shopfloor relations in a single factory. Instead Wicht’s more elevated 
focus is on the institutions and structures of collective bargaining, its organisa- 
tional and legal framework, in particular on the functions of the works councils 
at plant level and their relations with management. Trade unions feature 
relatively marginally in this account. As well as discussing the changing forms of 
wage payments. Wicht provides considerable detail on the development of 
Glanzstoff pension funds and other welfare benefits for the period since the 
Second World War. 

The prose is generally descriptive, in places rather tortuous, and the book 
appears to suffer from the rigidities of its original thesis form. I found the most 
interesting sections to be those dealing with the impact of Nazi policy on the 
company — although there is disappointingly little on the foreign workers who 
comprised over one-third of Glanzstoff’s wartime labour force — and with the 
crises of the mid-1970s and early 1980s. In the latter, Wicht loosens his own 
leash slightly when discussing the labour troubles surrounding ‘rationalization’ 
and the massive reductions of the workforce. There are, for example, fascinat- 
ing personal sketches of some of the works council activists whom he must have 
faced across the negotiating table. 

From the mass of detailed description there emerges an argument which 
stresses the ‘coming of age’ of Glanzstoff’s labour force after 1945, the increas- 
ing ‘democratization’ of industrial relations, and the ‘integration’ of the work- 
force into the decision-making processes, particularly with regard to 
negotiations over company welfare benefits. Wicht concludes the main influ- 
ences on these developments to have been the legal framework, the improving 
quality and effectiveness of labour representation, and above all the changing 
management style. The latter he identifies as having moved through three 
phases — authoritarian till the 1940s, ‘co-operative’ (kollegial) from 1945 to the 
fusion with the Dutch multinational AKU in 1969, and a rather ill-defined 
‘European’ style since then. Whether or not these conclusions would hold if 
different questions were to be asked of the Glanzstoff archives, is debatable. 
The book nevertheless represents a useful case study for historians interested in 
the development of labour relations in twentieth-century industry. 


University of Hull ROBIN PEARSON 


VERA STERCKEN and REINHARD LAHR, Erfolgsbeteiligung und Vermoegensbildung 
der Arbeitnerhmenr bei Krupp (Zeitschrift fuer Unternehmensgeschichte 
Beiheft 71. Stuttgart: Franz Steiner Verlag, 1992. Pp.x + 206; DM60 pb). 


This volume reports a preliminary part of a research project of the German 
Business History Society on ‘Success Participation and Wealth Accumulation by 
Workers in Certain German Firms between the Mid-19th Century and the 
Second World War’. The volume includes a — largely definitional — foreword by 
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Hans Pohi and Horst A. Wessel to the entire project. In it they tell us that 
‘success participation’ is intended as a generic concept embracing all schemes 
designed to give workers a share in the success of the firm. It is broader than 
simply participation in profits, since it may include various kinds of bonuses to 
wages and incentive payment schemes. 

The problem with this first volume of project results is that Krupps firmly set 
their face against employee profit participation schemes until 1919. A scheme 
based on employee ownership of preference shares was mooted in the war and 
effectuated in the politically uncertain period, but it did not survive the stabilisa- 
tion of the Mark (1923-24) and the reconstruction of the Krupps balance sheet 
at that time; the firm was unprofitable for most of the next decade anyway. 

Thus the volume mainly comprises a useful stocktaking of Krupps’ well- 
known and numerous welfare programmes for its workers: its sickness and 
pension funds dating, as formally organised, from the 1850s, its life assurance 
and savings agencies, its well-known construction of workers’ housing and loans 
for purchase of own homes; and finally its bonus and premium payment systems. 
These programmes generally enjoyed some degree of subsidy from the firm, and 
to this extent may be regarded as having been charges on the firm’s gross surplus 
(hence on its peculiarly profitable relations with the German state), but they 
generally did not vary with this surplus, so this reviewer finds it hard to relate 
them to ‘success participation’ and even to ‘wealth accumulation’. Nevertheless 
the detailed descriptions of these schemes, comparison, where appropriate, with 
corresponding state schemes, and clear indication of the form and extent of the 
firm’s subsidisation makes this a very useful work of reference on this most 
socially minded of firms. The authors do not, however, pretend to analytical 
explanation of the firm’s activities in this field, beyond reference to the — 
allegedly — opposed motives of altruism and of self-interested efforts to create a 
loyal, stable workforce — which the stipulations of most of the schemes were 
obviously designed to promote. This is a part-source book for the task of 
rational explanation of the interaction between the goals pursued by the firm 
and the goals of their workers given their life and situations, and between the 
bourgeois conceptions of the management and possibly different ideas of the 
workers. But notice is taken of actual worker attitudes to the schemes only 
in relation to the highly political post-1919 controversy about the profits- 
participation scheme. It is not very informative on the interesting topic of 
worker saving, since it says nothing about their saving outside the works savings 
agency. 

The account does, however, seem to exclude one conceivable motive — that of 
conscripting workers’ savings for the firm’s investment; the firm basically acted 
as agent for outside life assurance institutions and for the Essen municipal 
savings bank — whilst interposing its own interest-rate subsidy to the benefit of its 
worker-savers. 


University of Manchester T BALDERSTON 


DAVID HEAD, Made in Germany: The Corporate Identity of a Nation (London: 
Hodder & Stoughton, 1992. Pp.x + 166: illus. £9.99 pb). 


This book is the history of an image — that conveyed by the label, ‘Made in 
Germany’ — as it appears in advertising and is discussed in the press. This history 
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starts at the time when the British Merchandise Marks Act (1887) made the 
label obligatory on German imports to this country, proceeds through the 
period of Ernest E. Williams’ celebrated book of this name (1896) and of the 
pre-1914 panics about German commercial and naval competition, discusses the 
post-1945 reconstruction of Germany’s foreign business reputation (chiefly 
around the success of the ‘Beetle’), and asks what the present period of the 
single European market and of rising Asian competition means for the future of 
the image. It ends with a glimpse of attempts by non-German firms to exploit a 
‘made for Germany’ tag. The book is thus an interesting reminder that the 
manufacturing reputation of a nation is a public-good externality affecting 
business success, outside the short-run control of firms and their advertising 
strategies, but available for many to exploit costlessly. 

Images lie on the surface, and the writer does not seek to probe beneath it. It 
would, indeed, be extraordinarily hard to ascertain objectively the deservedness 
of the German reputation for quality. Maybe the mystique of ‘Made in 
Germany’ is irrational, as the book implies - maybe the surface image is nothing 
more than just this. But, on the other hand, maybe it does have a rational basis. 
Perhaps German manufacturers in the mid-nineteenth century were shoddy 
imitations of British ones, as the advocates of the 1887 Act believed. And 
perhaps a real improvement of their quality did turn what was intended as a 
stigma into a guarantee. If so, what was the process? In the late nineteenth- 
century Solingen the skilled trade unions blackballed firms whose shoddy prod- 
ucts threatened to tarnish their town’s reputation, on which their livelihood 
depended — but this cannot have worked for a whole nation. And how does 
Germany today avoid the ‘free-rider’ problem of firms seeking to exploit this 
mystique for short-run profits out of inferior products? The book raises many 
more questions than it answers. 


University of Manchester T. BALDERSTON 


GERMAN SOCIETY FOR BUSINESS HIsTORY (ed.), German Yearbook on Business 
History, 1989-92 (Munich: K.G. Saur, 1993. Pp.243; statistics and graphs. DM 
98). 


Gustave Flaubert once wrote that the longer one looks at something, the more 
interesting it becomes. That observation certainly holds true for the most recent 
German Yearbook on Business History. The majority of the articles it contains 
are highly specialised, focusing on specific German companies (Siemens and 
AEG), industries (tube-making, electricity), or events (the currency reform in 
West Germany in 1948, or the German foreign exchange cnses of 1950-51) at 
particular points in history. The opening chapter — the only one to deal with a 
country other than Germany — appears at first sight to be especially esoteric and 
unwelcoming to the uninitiated, being concerned with banking in colonial 
Spanish America in the eighteenth century. For the initiated, however, this book 
is a gold-mine: a thoroughly scholarly work, each one of whose chapters is 
intensively researched and extensively documented, often containing as many 
gems in the footnotes as in the main body of the text. 

Should the less specialised reader be persuaded to persevere, he or she may 
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uncover in these pages much which is of interest. Many of the cultural speci- 
ficities mentioned here have a more general, European and lasting relevance. 
Thus, the changed fortunes of the German electrical industry in the wake of 
World War I scrutinised by Wilfried Feldenkirchen (caused inter alia by the 
establishment of new electrical industries in former supplier countries, an 
extensive loss of foreign possessions and patents, and the country’s worsening 
financial situation) which prevented the industry from regaining its pre-war 
position in the world market, may be seen to represent in microcosm the loss of 
European industrial prominence in the first half of the twentieth century as a 
direct result of war. Then, as now, the key to German survival and prosperity 
lay in exports. Similarly, the behaviour patterns of European partners examined 
here echo those which continue to act themselves out on the European stage on 
an almost daily basis. In an excellent chapter on the European Payments Union 
(EPU) and the German foreign exchange crises of 1950-51, Volker Hentschel 
shows how Britain, following a traumatic loss of currency reserves resulting in a 
30 per cent devaluation of the pound, would only consent to become a member 
of the union if she were granted special status. Likewise, Christoph Buchheim’s 
insightful article on the 1948 currency reform describes how, less than one 
month before the planned date of the reform, orchestrated by the Americans, 
French demands twice jeopardised the common position the Allies had reached. 

One of the principal themes which draws many of these chapters together 
concerns the precise source of the so-called German ‘economic miracle’, clearly 
attributable to a variety of causes. While Christoph Buchheim views the 1948 
currency reform as paramount, Volker Hentschel assumes a more original 
position over the old controversy. Declining to ascribe the economic upswing to 
any one factor, he nevertheless highlights the ‘act of European solidarity . . . 
performed not with enthusiasm but with understanding’ (p.184) which consti- 
tuted the EPU as being of particular significance — a fitting and appealing 
conclusion for a book published as we strive in Europe for greater co-operation 
and understanding. 


Royal Holloway, University of London MAIRI MACLEAN 


PAULETTE KURZER, Business and Banking (Ithaca, NY: Cornell University Press, 
1993. Pp.x1 + 261. $43.95). 


The title of this book is a little misleading. The central concern is really with the 
demise of left-wing political parties in Europe in the last 20 years. Banking, after 
a fashion, does come into it. The explanation given for the demise is that in 
modern industrial economies the balance of power has moved from labour to 
capital. Support for this view is taken largely from the fact that the world has 
become much more open and financial integration has increased; and there has 
been a huge rise in international capital movements. The experiences of four 
small European countries are examined in a demonstration of the thesis. The 
countries are: Belgium, Netherlands, Austria, and Sweden. 

There is a good deal of jargon to get through on the way to the argument: 
‘consensual social concertation’, is a bit of a tongue-twister apart from anything 
else, and ‘financial interpenetration’ sounds as if it could be painful, certainly a 
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little unpleasant. But when the effort 1s made the argument seems to reduce to 
the fact that the mobility of capital is a bad thing. In the author’s view capital 
mobility can be dated to the ‘time of Lenin’, that is the beginning of the 
twentieth century. The real surge in capital mobility has taken place in the last 
two decades though, and it is in these years that the big swing away from left- 
wing politics is found. No notice is taken of that other period of large-scale 
capital movements, 1880-1913, when many of the left-wing parties had their 
origins. 

According to Kurzer, countries lost their ability to govern their own affairs at 
the beginning of the 1970s: ‘the loss of policy autonomy can be dated to the 
collapse of the Bretton Woods system’ (p.6) This is surely the opposite of the 
case, for it is only when the monetary authorities (particularly of the small kind 
of country being examined in this study) are freed from the fixed exchange-rate 
regime that they have any autonomy. Otherwise they import the policy of the 
large country. 

In the opening chapter that sets out the theoretical framework it is claimed 
that the critical role is always performed by the ‘state agency’, the central bank. 
Two chapters are devoted to the respective cases of the two pairs of countries 
with comparatively independent central banks, Netherlands and Belgium, and 
those with the relatively dependent banks, Austria and Sweden. There is surely 
a major contradiction here. What is the point of examining these respective 
experiences that contrast supposed differences in the possibilities for conducting 
policy, if, as is claimed at the outset, policy autonomy was lost. 

These objections do tend to negate the argument. Yet this is a well researched 
book. A lot of work has gone into producing a lot of useful material. It is simply 
that the attempt to fit the material into the theoretical framework adopted is not 
successful. Furthermore, the argument is not always easy to follow and it is not 
made any easier by some of the presentational aspects of the book. For 
example, on page 21 there is reference to a piece by Woolley, but no publication 
details are given in the footnote. There is no bibliography, and Woolley is not 
mentioned in the index. That makes it difficult to pursue some interesting 
points. Unfortunately, then, there is not much here for the business or economic 
historian. 


City University Business School FORREST CAPIE 


DOUGLAS McCALLA, Planting the Province: The Economic History of Upper 
Canada, 1784-1870 (Toronto: University of Toronto Press, 1993. Pp.xviii + 
446; tables, figures and maps. £13). 


Planting the Province is the first of three chronological volumes on the economic 
history of Ontario in the Ontario Historical Studies Series, a project which is 
intended to run, when completed, to more than 30 volumes. It is also the last of 
the three to appear, being preceded, between 1985 and 1989, by Ian 
Drummond’s Progress Without Planning: The Economic History of Ontario 
from Confederation to the Second World War and by K.J. Rea’s The Prosperous 
Years: The Economic History of Ontario, 1939-1975. 

This volume, like its predecessors, ‘is written for a wide audience’, explains 
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the co-ordinator of the three volumes. ‘It tries to supply most of the information 
which one might expect to find in a work of reference and to avoid, or to 
underemphasize, certain topics about which only other historians and eco- 
nomists would care’ (p.x). It is organised along fairly conventional lines: it is 
divided into three chronological sections, ‘Establishing a New Economy’, 
‘Extensive Growth, 1822-51’ and ‘The Province at Mid-Century’. It contains a 
brief introduction, a still briefer conclusion, and chapters covering develop- 
ments in, for example, agriculture, forest products, manufacturing, transport 
and communications, and trade and financial institutions. This volume, like 
Drummond’s Progress Without Planning, is distinguished by the scale and 
sophistication of its scholarly apparatus — in this case 85 pages of footnotes and 
more than 75 pages of statistical tables on everything from the geographical 
distribution of chartered bank shareholders in 1837-38 to the details of the trips 
that Walter Beatty of Yonge township took during the course of 1848. 

It is doubtful perhaps if such information will prove of great interest to the 
wide audience for whom the volume is intended. However, readers of all kinds 
will certainly welcome the lucidity and control that McCalla brings to the body 
of the book. For this is much more than a source of information and a work of 
reference. It is a work of analysis, synthesis and interpretation: McCalla’s 
concern is to explain the way in which Upper Canada grew from a small group of 
settlements on the periphery of the European economic system to a prosperous 
province at the centre of Canada’s burgeoning national economy. He ıs no slave 
to conventional explanations, cautioning time and time again against a too ready 
reliance upon the staples approach to Canadian economic history. ‘Upper 
Canada’, he maintains, ‘does not represent a case of development driven by one 
or two primary exports, which dictated its pace and without which it would have 
died, but rather a case of balanced, relatively self-sustaining development within 
the context of the dynamic economy of the North Atlantic and North America, 
from which it derived many other stimuli to expansion’ (p.10). 

This then is a clear, well-informed and well-ordered study that will prove of 
value to specialists and non-specialists alike. Indeed, it seems destined to 
become the standard, and much-used, one-volume economic history of pre- 
Confederation Ontario. 


University of Wolverhampton JOHN BENSON 


KRIS INWOOD, Farm, Factory and Fortune: New Studies in the Economic History 
of the Maritime Provinces (Frederiction, New Brunswick: Acadiensis Press, 
1993. Pp.viii + 274; maps. $19.95 pb). 


In this collection Kris Inwood aims to set a new research agenda for the 
economic, business and social history of the Canadian Maritime provinces. 
Since the 1970s or so conventional interpretations of Maritime economic history 
have revolved around staple theory — which links the rise and fall of Maritime 
prosperity to the export of primary products — and structuralism or dependency 
theory — which posits that the Maritimes suffered the fate of a peripheral region 
in the Canadian and world economy. Much of these arguments are based on 
assertion. Inwood’s own contributions to the volume (one of his two papers is 
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co-authored with Jim Irwin) present new quantitative evidence on the timing, 
and spatial and sectoral pattern of Maritime growth that question the conven- 
tional wisdoms. It is unfortunate that some of the authors in his own volume 
have failed to grasp the meaning or implications of his work. 

The articles by Marilyn Gerriets on monopoly in the Nova Scotian coal 
industry and E.R. Forbes on federal grants to the Maritime provinces during the 
1930s rely too readily on conventional shibboleths. In both cases, the authors 
lament the failure of government intervention to have changed property rights 
in the coal industry or to have altered the means by which the federal govern- 
ment funded the provinces. Somehow, and it is not clear how, since the authors 
present no credible alternatives, these were the missing ingredients to economic 
growth. Ken Cruikshank’s article on the intercolonial railway is more in keeping 
with the editor’s intentions. Cruikshank shows that the conventional argument 
that tariffs set by the federal government reduced the market for Maritime 
manufacturers will not hold. 

There are three articles on agriculture: Alan MacNiel on the Acadian Legacy 
in Nova Scotia, and Beatrice Craig and T.W. Acheson on New Brunswick 
agriculture. The latter two articles deal with the issue of whether Maritime 
agriculture produced a surplus. To clarify it would have been helpful to use 
caloric standards to define subsistence. 

Readers of this journal will be interested in the article by Gregory Marchildon 
on John F. Stairs and Max Aitken. It is a solid piece of business history and 
biography, but the conclusion that the Maritimes did not suffer from entrepre- 
neurial failure is forced. Indeed both protagonists left the Maritimes to make 
their fortune. I thought the best article in the volume was by Neil Quigley, Ian 
Drummond and Lewis Evans, who test whether Maritime banks were biased 
against development in the region. Using a simple model the authors find that 
the banks were rational in their search for higher profits for shareholders. Now 
that Inwood has challenged the traditional views on growth in the region, more 
micro-studies of capital and labour markets, like Quigley et al. , will be needed to 
come up with alternative explanations of Maritime economic history. 


Trent University MICHAEL HUBERMAN 


MANSEL G BLACKFORD, A History of Small Business in America (New York: 
Twayne Publishers, 1992. Pp.xx + 177. £9.95 pb). 


At first sight ‘Small Business in America’ might seem to imply a study of petty 
manufacturers, local banks and ‘mom and pop drug stores’. However the subject 
is more than a history just of small business because Blackford is very concerned 
about how small business contributes to American culture and in the relation- 
ship between small and large businesses. These are central themes in American 
Economic History. The essence of America was once its small businesses. 
Blackford of course approaches the subject analytically, but for many observers 
at one time the tragedy of American life was the gradual supersession of a small 
independent business culture by large firms. 

Since most historians have naturally preferred to study the larger firms, the 
scholarship on small business per se is relatively slight. The definition of ‘small’ 
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is vital since as late as 1982, if one followed the current Small Business 
Administration’s definition of ‘large’ business as beginning at 500 staff, then 99 
per cent of American businesses were small or medium sized! Using more 
practical measures, Blackford describes the dominance of small business in the 
eighteenth and early nineteenth centuries, its rapid decline in the late nineteenth 
and early twentieth centuries and its apparent surprising recovery in the last 20 
years. He traces the decline by sector. Small business in agriculture — the 
archetypal family farmer — seems due for complete replacement by agribusiness. 
Stmilarly most areas of retailing seem bound for almost complete concentration 
in large stores. On the other hand small business in manufacturing and many 
services have proved far more resilient. Hence, since 1980 an indefinite but 
substantial proportion of new American industries and jobs have come from 
small business.. 

Blackford surveys the interesting debates about what accounts for the shifting 
balance of advantage between large and small firms in different sectors. Small 
firms do best where the large corporations are not able to employ economies of 
scale and superior resources effectively. Hence the most effective small entre- 
preneurs have always exploited niche markets or taken advantage of the latest 
technology to turn their small scale to advantage. Recently the minimum scale 
for effective production has been reduced sharply by, on the one hand, public 
demand for greater variety, and, on the other, by new computer-aided design 
and manufacturing and flexible batch production techniques. Improved trans- 
port and communications have similarly assisted small firms to compete on more 
equal terms with larger rivals. Blackford demonstrates from many other studies, 
as well as his own work, that the best small firms have always attempted to use 
their flexibility to seek out these advantages — but only recently has demand and 
technology moved rapidly their way. 

This book packs a large subject into a compact package. Subtracting a short 
chronology of leading events (pp.126-8), a long useful footnote and reference 
section (pp.126-62) and the bibliography (pp.163~76) leaves only about 130 
pages for text. Readers should therefore treat the text as a brief introduction, 
and then use the detailed reference section to expand their information. Despite 
the restriction on length, Blackford illustrates his points well with interesting 
biographies. This is a useful little book not only for the sake of small business. It 
will help students investigating the rise of big business in America to have a brief 
look at the smaller competition. 


Leeds University J.R KILLICK 


THOMAS S DICKE, Franchising in America: The Development of a Business 
Method, 1840-1980 (Chapel Hill, NC, and London: University of North 
Carolina Press, 1992. Pp.ix + 204; illus. $32.50 hb, $12.95 pb). 


This book is a study of the development of franchising as a business method in 
the United States and the relationships between franchisers and franchisees. 
The importance of franchising to the contemporary American economy is clear: 
over a third of American retail sales take place in more than half a million 
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franchise outlets. The word ‘franchising’ appears to have been first used in the 
late 1950s to indicate a method of distributing goods or services. However, 
Dicke suggests that this business method can be found as early as the beginning 
of the 1840s. 

Dicke’s book is based on a chronological series of case studies from the 
history of franchising: the McCormick Harvesting Machine Co., I.M. Singer 
Co., the Ford Motor Co., the Sun Oil Co and Domino’s Pizza, Inc. The first 
four companies are already well covered by business historians whilst the 
opposite is true of the last one. 

Dicke’s case studies reflect the evolution of the United States during the last 
150 years from an agrarian economy to a nation dominated by service industries. 
They also show that this method of business has been adopted instead of direct 
ownership and control for a variety of reasons Cyrus McCormick franchised the 
manufacture and sales of his reaper in order to overcome the problems of 
rudimentary transportation in an ante-bellum economy of regional markets. 
I.M. Singer initially franchised the patent rights to his sewing machine in order 
to raise funds for the development of his under-capitalised company. He sub- 
sequently developed a system of company-owned outlets in major markets 
alongside franchised dealers in the hinterlands. Ford considered adopting a 
similar system, but eventually decided to specialise in production and leave the 
sales of its products to its franchised dealers. This served as a form of risk 
aversion by giving the company greater opportunity to react to changing market 
conditions through easy entrance and withdrawal from markets. 

Dicke then considers the case of Sun Oil. This company produced a generic 
product, so it was necessary to differentiate it from the output of the other oil 
refiners by developing a brand. Since the motorist did not actually see the 
petroleum, service stations were used to create the brand identity. The great 
expense involved in constructing and operating a large number of service 
stations to distribute its product led the refiners to develop networks of fran- 
chised outlets. This method of distribution was reinforced by the anti-chain store 
legislation of the 1930s. The last case study is Domino’s Pizza, a retailer of a 
service rather than the producer of a product. It provides an example of the 
emergence of business format-franchising and its evolution into a distinct 
industry. 

Dicke’s book is by no means definitive. He does not prove that the business 
histories he has chosen are truly representative in the context of the overall 
evolution of franchising. This is particularly the case with Domino’s Pizza. 
Apart from a brief introduction to the history of Howard Johnson’s, there is 
little attempt to relate the experience of Domino’s Pizza to that of other fast- 
food restaurant franchises or to the related development of hotel franchises. 
Indeed, a full case study of Howard Johnson’s would have been particularly 
relevant. Undoubtedly Dicke’s work will lead to further research on franchising. 

Although the introductions to the various case studies are based on secondary 
sources, the case studies are based on company archives. Despite the lack of 
context this book is an important and original addition to the literature. Dicke’s 
concise case studies should be particularly useful to students studying the 
business or economic history of the United States. Indeed the paperback edition 
of this book is priced well within the budget of the average student. 


Wolverhampton University RICHARD A HAWKINS 
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HARVEY LEVENSTEIN, Paradox of Plenty: A Social History of Eating in Modern 
America (New York: Oxford University Press, 1993. Pp.ix + 337. £22.50). 


If Americans are what they eat, then they are a bundle of contradictions. The 
‘junk foodie’, snacking either in front of the television or on the run between 
activities, contrasts with the diet freak who maintains a slender shape by 
constant reference to a calorie-counter. The sturdy Midwestern heartlander 
wading through the homogenous balanced meal of meat and potatoes with 
vegetables and salad, followed by pie, contrasts with the coastal gourmet who 
has reinterpreted ethnic and regional foods to obtain status. These and many 
more jaundiced views which foreigners have about Americans and their eating 
habits are confirmed in the scholarly Paradox of Plenty. Fast foods, processed 
foods, organic foods, ‘vitaminania’, the meat-centredness of a carnivorous 
nation, mediocre restaurants, huge helpings, consumer food crusades and mal- 
nutrition are other ingredients which have made up the national menu in the 
past 60 years. 

Yet above all else is the abundance of food. Even during the Great 
Depression, when some Americans were near starvation, there were food 
supplies, but the federal government would not take the responsibility of 
distributing these, preferring to let voluntary and local agencies muddle through 
inadequately. The government has a role to play in influencing American eating 
habits whether it is in setting nutritional guidelines, regulating pesticide usage 
and food additives, rationing supplies during wartime or handing out food 
stamps as part of welfare provision. This role, however, is not clearly defined. 
Many Americans, for example, have felt that the federal government has failed 
to investigate and monitor the behaviour of the giant food manufacturers who 
charged too much for their adulterated products. Yet other Americans fear the 
arbitrary eye of ‘Big Government’. They would rather the media and the 
concerned citizenry launch the attacks on corporate profits and overprocessed 
foods or even on food fads and diets. But what happens when the media needs 
the advertising revenue of the food companies and the medical establishment 
offers dubious or contradictory advice? The population, or rather the well- 
heeled middle-class population, follows what they think is in their best interests, 
little aware that these have already been orchestrated by the major manu- 
facturers, who quickly jump on the latest bandwagons as with ‘natural foods’ for 
healthy eating or ‘lite food’ for negative nutrition (eating less). Meanwhile the 
American poor continue to suffer from malnutrition and the lower class con- 
tinue to prefer convenience foods. As for the world’s poor — well they rarely 
enter the frame. 

Harvey Levenstein has written a lively and informative account of the recent 
eating habits of the best-fed nation. Drawing on such public sources as news- 
papers, magazines, trade periodicals, cookery books and government reports 
together with a broad range of archival materials and some interviews he has 
focused on the production, marketing and consumption of food in America. 
Some readers will think that though the use of these materials makes sense, they 
suggest the views of the well-informed or richer rather than the average 
American. Other readers would doubtless prefer an analysis which argued a 
specific thesis rather than a narrative which simultaneously explored several 
themes, but all readers will come away sated with a plate full of culinary details 
and persuaded about the centrality of food to modern American living. 
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Americans may not be epicures or gastronomes, but most can avail themselves 
of a cornucopia. 


University of Birmingham MARGARET WALSH 


STANLEY LEBERGOTT, Pursuing Happiness: American Consumers in the Twentieth 
Century (Princeton, NJ: Princeton University Press, 1993. Pp.xiii + 188. $24.95, 
£16.50 hb). 


A visitor to the USA cannot fail to be impressed (or appalled) by the impact and 
extent of American consumerism — the sheer cornucopia of products and 
services compared to other nations. Professor Lebergott traces the history of 
that consumerism — or, as he puts it (being an admirer of his country’s genius for 
wealth creation), of how Americans ‘spent their way to happiness’. He also 
examines the views of critics of twentieth-century American consumerism and 
the problem of measuring it in economic terms. 

The book is split into two parts. The first section tackles various themes 
associated with the general subject of economic well-being. Lebergott, inter alia, 
argues that consumers are not bewitched by advertising; that consumption by 
the rich has remained steady throughout the century and has had little impact 
upon average American consumption; emphasises the limitations of assessing 
wealth (or poverty) in terms of per capita income; dismisses the notion that 
Americans are ‘overworked’ by contrasting their lifestyle with primitive 
peoples; and stresses the absurdity of defining a ‘judicious’ level of consumption, 
given that human desires are insatiable. 

In the second section a wide range of government statistics and the author’s 
own calculations are used to chart the path that American consumption took in a 
wide range of products and services: food, tobacco, clothing, fuel, domestic 
service, and medicine — to name only a few. 

Two themes emerge strongly from this study. The first, not surprisingly, is 
that Americans were far better off by 1990 than they were in 1900. The author’s 
expertise on the history of the American standard of living allows him to 
demonstrate this with ease. For example, real consumer spending rose in 70 of 
the 84 years between 1900 and 1984. In 1990 an hour’s work earned six times as 
much as in 1900. Most Americans walked to work at the start of the century, but 
by 1990 none did and nearly 90 per cent of families had a car. By 1987 all 
households had a fridge, a radio, nearly all had a TV, and about three-quarters 
had a washing machine. Per capita spending on food rose by over three-quarters 
between 1900 and 1990, with a marked increase in meat consumption. 

By continually contrasting the 1990s position with that of nearly a century 
before, Lebergott draws the common-sense conclusion that this has made 
Americans happier. This allows him to indulge in his second theme ~ the 
berating of critics, such as Vance Packard, J.K. Galbraith, Thorstein Veblen, 
Robert and Helen Lynd, and various ‘specialists in American studies’, who have 
censured the waste and tastelessness of much of American consumerism. 
Veblen’s attacks on the conspicuous consumption of the wealthy and their 
numerous footmen look distinctly less impressive once it is shown that in 1910 
America had only 296 footmen and that by 1970 fewer than one per cent of 
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America’s 46 million families had a live-in servant. The views of a professor of 
English, deploring the size of the service sector, are likewise brushed aside, 
partly because he was part of that sector himself. The author poses a simple 
question for such critics: would they want to return to 1900? And, even if they 
did, would they be justified in a democratic society in forcing their aesthetic and 
moral judgements on other consumers? 

This is an effective and very persuasive argument. It is also refreshing to see 
various liberal intellectuals given a strong blast of economic statistics, even 
though they are an easy target and were often writing at a different time. But 
critics of American consumerism cannot be dismissed as lightly as Lebergott 
suggests (it is absurd, for example, to say that simply because someone works in 
the service sector, they should be unable to criticise it). Consumerism brings 
problems as well as benefits, but of the former the author makes little mention: 
there is no discussion of the environment, no statistics on pollution or the 
problems of over-consumption and inequality (obesity, smog, ill-health, vio- 
lence), which are also readily apparent to any visitor to the USA. Typically, the 
book parades the tremendous advances ın American medicine, yet fails to 
mention that a significant percentage of the population cannot afford them. All 
the economic indicators presented are positive ones. 

The result is a highly stimulating, slightly opinionated book, that should allow 
American consumers to sleep easy in their air-conditioned rooms. The author 
adopts the stance of amused spectator, rather like Bill Bryson in The Lost 
Continent (1989), as he contemplates the wonders of being able to buy the bulky 
Sunday New York Times on the day of distribution as far away as Iowa: ‘I read 
once that it takes 75,000 trees to produce one issue — and it’s well worth every 
trembling leaf. So what if our grandchildren have no oxygen to breathe? F*** 
‘em’. Professor Lebergott’s sentiments entirely. 


University of Sheffield GEOFFREY TWEEDALE 


NELSON LICHTENSTEIN and HOWELL JOHN HARRIS (eds.), Jndustrial Democracy in 
America, The Ambiguous Promise (Cambridge: Woodrow Wilson Center Press 
and Cambridge University Press, 1993. Pp.ix + 293. £30). 


The introduction and a brief epilogue enclose nine chapters examining how 
notions of industrial democracy developed, competed and changed between 
1890 and the 1980s. Overall the book is an evaluation of the limitations of the 
contractual unionism characteristic of the United States. The fluid nature of the 
central concept creates a certain diffuseness and the influential scholarship of 
many of the contributors renders some aspects familiar, but there are many 
valuable insights. 

The first three chapters follow the bobbing cork of industrial democracy 
through the turbulent events of the 1890-1925 period. Montgomery traces the 
varying concepts of industrial democracy articulated within the labour move- 
ment, particularly contrasts between socialist ideas and Gompers’ vision. An 
equally jostling array of views is dissected elegantly in Harris’ discussion of 
liberal, middle-class thought. McCartin carefully follows the rhetoric of indus- 
trial democracy during the First World War, contrasting its deployment in terms 


BOOK REVIEWS 129 


of rights and class in extending workers’ claims with its use, linked to 
Americanisation, in the post-war reassertion of managerial prerogatives. 

The book’s theme is turned on the ideology and practice of the US industrial 
relations profession since 1920 in a survey by Ronald Schatz. Lichtenstein’s 
account of the development of contractual unionism, 1935—48, and its limi- 
tations, exemplified by a detailed discussion of GM—-UAW relations is authori- 
tative, though familiar from his other work. The same themes are explored by 
James Atleson’s piece on the role of the War Labor Board in determining the 
scope of collective bargaining and arbitration. David Brody is more positive 
about contractualism, emphasising the desire of workers for formal procedures 
and ‘rights’ as a defence against arbitrary treatment. Jacoby finds similarities 
between the industrial relations and internal labour systems in Japan and the 
United States to 1950, though the theme of industrial democracy becomes 
submerged. Jacoby usefully emphasises the diversity in the degree of allegiance 
to workplace contractualism within American business. 

The missing element in the collection is a detailed account of the 1960s and 
early 1970s. Much of the writing is critical of contractualism, but the picture of a 
narrow, undemocratic union bureaucracy hostile to radicalism is taken for 
granted rather than explored or analysed Yet the accounts of the early twen- 
tieth century imply that industrial democracy had many voices and it is a pity 
that similar contemplation is not given to the 1960s—70s. 

In their introduction the editors point to the recent managerialist emphasis on 
restructuring work organisation as a means of increasing productivity and 
competitiveness as a recasting, or reclaiming, of notions of industrial democ- 
racy. This intriguing idea is pursued most directly in the book’s best piece, Mike 
Parker’s evaluation of the operation of the ‘team concept’ in the automobile 
industry during the 1980s. Managerial rhetoric of flexibility and worker partici- 
pation is contrasted with actual practice on the assembly line where Parker 
discerns a system of ‘management-by-stress’ in which the increased visibility of 
individual actions focuses the pressure to maintain production. 

Overall the collection deserves the attention of students of American labour, 
economic and social history and management. The quality of the contributions is 
uniformly excellent and the editorial process has been conducted with an eye to 
ensuring a welcome degree of integration and cross-reference among the 
chapters. The book is nicely produced and the footnotes supply a superb guide 
to the literature. 


University of Glasgow MICHAEL FRENCH 


JOHN J REARDON, America and the Multinational Corporation: The History of a 
Troubled Partnership (Westport, CT: Praeger, 1992. Pp.viii + 185. £40.50). 


This book deals with considerably narrower issues than its title suggests, being 
primarily concerned with relationships between American federal government 
and big business, and with the bulk of the narrative concentrating on the post- 
1945 era. The discussion of multinational enterprise is generally ill-focused and 
shows limited awareness of much of the literature in relevant areas of business 
history and economics. This is particularly illustrated in the first chapter, a 
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perfunctory review of the 1890-1939 period, which says nothing about multi- 
national enterprise as such, as opposed to big business in its broadest sense. 
Reardon also makes numerous statements, at an early stage, which inspire little 
confidence in his grasp of the work of Mira Wilkins, amongst others, on the 
historical roots of US multinationals; suggesting that ‘since World War II . . . 
this county’s perceived historical scoundrel, the corporation, acquired a new 
dimension — a multinational dimension’ (p.vii), or that the 1929-32 depression 
‘virtually destroyed the foreign operations of most American firms’ (p.3). 

Reardon bases his account heavily on secondary sources, and on documents 
generated by federal government agencies, rather than by business enterprises 
themselves, although he does acknowledge the consequent potential bias. The 
discussion is perhaps at its best when dealing with the impact of the Cold War 
and the changing business climate in the post-Watergate/Vietnam era of the 
later 1970s. However, the analysis is essentially focused on political processes 
and says little, for example, about the impact of foreign tariff policy, or indeed 
US tariff policy, on foreign investment decisions. There is nothing on foreign- 
owned enterprises within the United States. What is even more surprising is that 
there is so little discussion of the impact on American business of foreign trading 
blocs like the EEC or, even more so, of the global spread of Japanese enterprise 
(with Japan not even featuring in the index!). Other surprising omissions from 
the discussion (and the index) are the influential contributions towards the post- 
war debate of people like John Kenneth Galbraith and Estes Kefauver. 

From the particular vantage-point of business historians, the dearth of dis- 
cussion on the pre-Second World War period (just ten pages) is unfortunate 
since there are many themes in emerging US government-MNE relations which 
would have greatly enhanced the impact of Reardon’s account; such as the 
economic aspects of turn-of-the-century US imperialism (as analysed by writers 
like Walter LaFeber) or the political background to the ‘Webb-Pomerene’ 
export cartels of the 1920s. Also, Reardon’s apparent equation of America with 
federal government means that an opportunity is missed to examine broader 
aspects of reactions towards big business, by the media and public opinion for 
example, let alone government and politics at the state level. In his discussion of 
the 1960s and 1970s, issues relating to multinational enterprise are frequently 
lost in a rather generalised account of US foreign trade and foreign aid policy. It 
would also have been useful to have more on the ITT-CIA—Allende episode in 
US-Chilean relations. 

There are few, if any, original insights in this book and little that business 
historians would gain from reading it. Even political scientists in search of a 
balanced discussion of the recent history of US government—big business re- 
lations would be far better off reading longer established texts by writers like 
Mira Wilkins and Raymond Vernon. 


University of St Andrews CHRISTOPHER SCHMITZ 


W. HENRY LAMBRIGHT and DIANNE RAHM (eds.), Technology and US 
Competitiveness: An Institutional Focus (New York: Greenwood, 1992. Pp.xiii 
+ 185. £40.50 hb). 


This book deals with technology policy in the light of the impact of technological 
development on national competitiveness. It is particularly concerned with US 
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technology policy from the Reagan years onwards, and without very much 
historical perspective. The book is divided into three sections: federal pro- 
grammes, institutions and issues; state programmes, institutions and issues; and 
changing policy issues. Most of the contributors either have political science 
backgrounds, or hold positions in official or commercial organisations that have 
a practical concern with scientific development and the adoption of new tech- 
nology. Not surprisingly, therefore, the book is of greatest interest to those 
concemed with the detailed impact of technology policy, especially in the US 
context. The book is essentially addressed to practical policy makers, and does 
not really relate to the literature on the history of technological change in the 
business enterprise. 

For those interested in corporate research and the broader context of policy 
the most relevant chapters are the three that appear in the final section of the 
book. Irwin Feller discusses the economic rationale for technology policy, 
touching on debates about what markets can or cannot be expected to achieve. 
Maria Papadakis surveys some empirical evidence on the impact of technology 
on competitive performance in the US and Japan, including their respective 
R&D efforts and trade balance. In the final chapter Sally Rood and Andee 
Rappazzo examine corporate culture in small high-tech firms. These last three 
chapters are quite interesting and well written, although not dramatically 
original. Overall, the book is rather too specialised for anyone whose main 
concern is not with technology policy as such, and so it is unlikely to appeal to 
many business historians. 


University of Reading JOHN CANTWELL 


ADRIAN GRAVES, Cane and Labour: The Political Economy of the Queensland 
Sugar Industry, 1862-1906 (Edinburgh: Edinburgh University Press, 1993. 
Pp.xxi + 282. £35 hb). 


A book long in the making, but one which was well worth the wait. Whilst 
concentrating upon the use of labour from the Pacific Islands in the production 
of sugar in Queensland, Graves gives us an insight into far more than just labour 
market issues. The canvas is broad and not confined to a neo-classical economic 
model of the labour market. Thus factors such as the influence of government 
and other institutional matters are considered at length. 

A full political economy approach such as this does have its disadvantages as 
well as its good points. Inevitably some parts are not as convincing as others and 
on occasion there appear to be sections of the story still to be told. As an 
example the appearance of the plantation system is said to have economic 
origins and related to this is the exploration of the benefits of a hierarchy versus 
a market structure, in terms of overall cost savings. The argument as it relates to 
the chosen form of labour organisation is generally convincing, although there 
still appears to be some more to be said on the original choice of system and the 
reasons for its virtual total dominance in an industry which elsewhere, such as 
the Philippines, had both plantation and tenant farmer structures operating side 
by side. Further investigation of the attractiveness of the social status attached 
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to the plantation structure could prove fruitful in this case. As it stands the 
process by which a choice of structure was made is somewhat unclear. 

The reasons for the subsequent switch from processing on the spot to centra- 
lised milling are also rather more asserted to be based on economic grounds than 
fully explored and shown to be so. Part of the problem here is clearly mine, the 
issues Graves wished to explore are not primarily concerned with these matters, 
which form the backdrop to his drama rather than the plot. There are real 
strengths in the area focused upon and ıt remains for others to complete the 
story in terms of the other questions. 

What the study does do is to add substantially to our knowledge and under- 
standing of the topic in general. Graves extends and complements existing work 
which critically examines the contemporary and some later historical accounts 
which were bland if not inaccurate in their laudatory descriptions of labour 
conditions in the industry. That the treatment of labour was economically driven 
and that it was, at least at times, excessively harsh is clearly demonstrated. The 
potential benefits to plantation operators of using a variety of methods to reduce 
costs and increase their profits are also clear. That they made use of such devices 
is shown here in terms of the wide discrepancy between general Queensland and 
island labour age specific death rates. A similar morbidity differential is harder 
to determine, but the evidence assembled here strongly suggests it as likely. The 
available evidence of reported pay rates, if used uncritically, would not lead to 
correct analysis and for this Graves’ extensive analysis of institutional detail 
provides an excellent contrary point of view. 

Overall there is a great deal in this work for the specialist in the area, as well 
as providing the rest of us with a beautifully constructed and written exercise in 
business, industrial and social history. As a study in the political economy of a 
particular labour market ıt can have few equals. I would recommend it for being 
academically stimulating, valuable, very easy to pick up and start reading and 
very difficult to stop and put down until finished. 


University of Auckland KENNETH E JACKSON 


CHRISTOPHER ARUP, Innovation, Policy and Law: Australia and the International 
High Technology Economy (Cambridge: Cambridge University Press, 1993. 
Pp.viii + 340. £35). 


In this wide-ranging book, Christopher Arup investigates the effects of various 
legal regimes on the adoption of new technologies. His central distinction is 
between liberal and corporate approaches to regulation and, ultimately, to 
economic development. Under liberal regimes, the major concern of the law is 
the maintenance of property rights in order to encourage research and inno- 
vation by granting discoverers the ability to benefit from their breakthroughs for 
significant periods of time. Corporatist regimes, on the other hand, employ 
administrative procedures to direct and control the spread of innovation 
throughout the economy. Both regimes rely on sets of rules and procedures, but 
under liberalism the primary mechanism for diffusion is market forces whereas 
corporatist innovation policies rely on centralised government controls. Perhaps 
confusingly for economists, the market forces behind the liberal regime are held 
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by lawyers to be unwieldy and cumbersome in comparison to the supposed 
ability of corporatist bureaucracies to change tack virtually mstantaneously. 

Arup’s focus is on the practical implications of these different approaches for 
economic performance. The main issue is appropriability’ who will, and who 
should, gain from innovation? In recent years, economists such as David J. 
Teece have noted that ownership does not necessarily confer the ability to 
capture the benefits from an innovation, a concern that 1s shared by Michael E. 
Porter, John Kay and other economics-oriented writers on corporate strategy. 
When complementary assets or expertise are held by others, an innovator may 
not be well placed to profit no matter how well-defined ownership nghts may be. 
Furthermore, it is by no means clear that private ownership leads to optimal 
social outcomes. Patent or copyright privileges may be used as a pretext for 
blocking the introduction of innovations or as a way of establishing monopoly 
powers that retard rather than encourage diffusion. Finally, modern discoveries 
have occurred in areas that had previously been beyond the consideration of the 
law. Several years ago, for example, Harvard University was granted a patent 
for a genetically engineered mouse. 

Arup considers these issues by examining recent developments in several 
relevant areas including patents and copyrights, competition law, direct grants 
and compensation, procurement policies and licensing regulations. His focus is 
on areas of current concern such as the laws relating to living organisms, 
computer software and telecommunications. Despite the book’s subtitle, its 
coverage is admirably broad and Australian developments are dealt with in the 
context of policies in North America, Europe and Japan. In all, Arup provides a 
thorough discussion of the basic theoretical and practical issues surrounding the 
regulation of innovations. His overall conclusion — that neither liberal nor 
corporatist regimes are adequate and that some way must be found to blend 
them ~ is realistic if not earth-shattering. 

Because of its contemporary emphasis, Innovation, Policy and Law 1s not of 
great immediate use to business historians. However, by providing a thought- 
provoking discussion of one of the most important sets of institutions that affect 
long-term change, Arup supplies valuable criteria for judging the past activities 
of businesses and governments in their attempts to appropriate and regulate the 
benefits from innovation. 


University College, University of New South Wales PAUL L ROBERTSON 


ELENA FRANGAKIS-SYRETT, The Commerce of Smyrna in the Eighteenth Century, 
1700-1820 (Athens: Centre for Asia Minor Studies, 1992. Pp.xix + 375; map, 
graphs. No price given). 


This book, which draws on a wide range of European and Ottoman archive 
sources, is a study of the development of commerce in the Ottoman Empire in 
the eighteenth and early nineteenth centuries. Frangakis’ principal contribution 
to the study of the region lies in her analysis of business practice. Particularly 
useful is the coverage of the credit mechanism. This was indispensable in a world 
where retailing merchants often faced delays in selling European fabrics. 
Analysis is based upon bankruptcy records and on disputes surrounding unpaid 
debts and poor quality goods often recorded in consular reports. English records 
are of especial interest here, especially those of the Levant Company, and the 
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attention given to legal and illegal business deals constitutes one of the most 
interesting aspects of the book. 

Frangakis’ work concentrates on the European and non-Muslim Ottoman 
merchants, while Muslim Ottomans remain largely obscure. Unlike earlier 
historians Frangakis recognises that this was a problem. Nevertheless, she 
depicts the European merchants as if they operated in a social vacuum, with 
their actions conditioned mainly by their principals in Europe, and by calamities 
such as fire, earthquake and pestilence. In this book, Muslim Ottomans, both 
official and unofficial, occupy at best a marginal position, an imbalance which 
should be remedied in future research. 

Elena Frangakis has written a lucid and well organised book which makes 
good use of her wide archival base. The text is well supported by tables allowing 
useful analysis of fluctuations in trade activity. The tables point to several 
surprising conclusions, including worries concerning high levels of cotton 
exports to Europe in the sixteenth and seventeenth centuries. It was feared by 
Ottoman administrators that the manufacture of sailcloth might suffer as a 
consequence. 

Frangakis’ data should certainly stimulate further research. It is, however, a 
shame that she does not relate her book to the broader themes and debates of 
economic and social history. Debate, for example, surrounds the motivations 
of non-Muslim Ottoman merchants. Although this is referred to in the 
bibliography, it is not discussed in the text. She might have discussed the 
consequences of the strategies adopted by Ottoman merchants — whether they 
co-operated or competed with the Europeans. Such issues would have been 
suitable topics for a conclusion which is totally absent from the present study. As 
it stands the book leaves the reader in limbo. Hopefully the volume on the 
nineteenth century will rectify this deficiency. 

In spite of these drawbacks, Frangakis’ work is extremely useful. Her obser- 
vations on business practices and her trade statistics will be indispensable to 
anyone interested in the economic history of the eastern Mediterranean. If her 
book poses questions which are left unanswered this is all to the good. It does 
provide the hard data upon which more interpretative accounts will be based 
themselves. 


Ludwig Maxunilians Universitat, Munich SURAIYA FAROQUI 


B.R TOMLINSON, The Economy of Modern India, 1860-1970 (New Cambridge 
History of India, volume II, part 3. Cambridge: Cambridge University Press, 
1993. Pp.xvii + 234; tables, maps, figures. £24.95). 


‘Assumptions about the nature and course of Indian economic history’, B.R. 
Tomlinson observes at the start of his contribution to the New Cambridge 
History of India, ‘lie at the heart of many analyses of South Asia’s recent past’ 
(p.1). Certainly theorising about India’s economic history has been central to 
debates about such diverse issues as imperial policy, industrial growth and 
peasant society in the subcontinent, and has fuelled very different interpret- 
ations of India’s economic performance and potential. Some of these 
development-rated theories and their implications are helpfully sketched out in 
Tomlinson’s introduction, while subsequent chapters focus in turn on agricul- 
ture, trade and manufacturing and the state and the economy, and offer a 
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cautious assessment of the reasons for India’s continuing high level of poverty 
and its slow rate of growth since the mid-nineteenth century. He eschews those 
extremes of economic theory which have laid the blame for India’s under- 
developed economy either on the destructive effects of British imperialism or on 
socio-cultural constraints, such as caste and the Hindu religion. Nor does 
Tomlinson accept the facile notion of India as a dual economy, that can be 
conveniently compartmentalised into traditional and modern sectors. He argues 
that under colonialism the Indian economy was not altogether stagnant or 
incapable of growth. On the contrary, he sees considerable evidence of adap- 
tation and growth — in agriculture, in commerce and industry, and in terms of 
technical change. India was not simply a subordinate economy to be pillaged 
and taxed at will by Britain; but, on the other hand, there was a lack of 
commitment by the British to improving productivity and welfare. During the 
colonial period, as subsequently, India’s agricultural productivity was in- 
adequate for its overall development needs, with a scarcity of capital, a poor 
technical environment and a large, low-wage labour force that tended to re- 
inforce the self-exploiting peasant base. Tomlinson lays significant stress upon 
the political dimension of economic relationships — for instance, the political 
control of access to economic opportunities and rewards and the pursuit of what 
are seen to be inappropriate government policies. If India has continued to be 
an underdeveloped economy it is for a multiplicity of reasons of which colonia- 
lism has been only one, albeit a significant, factor. 

The Economy of Modern India is not a work of pyrotechnics or econometrics, 
but it has a number of undoubted scholarly strengths. Given the complexity of 
the subject matter and the far-reaching significance of the issues raised, the 
material is presented with admirable clarity and accessibility, aided by helpful 
maps and charts. Of all the volumes so far produced in the New Cambridge 
History of India this is one of those most likely to establish itself as a standard 
text and to prove of lasting value. Its utility is further enhanced by an informa- 
tive bibliographical essay, highlighting key works in the enormous literature on 
the Indian economy produced over the past three decades. An additional 
strength of the book is the ease with which it crosses the 1947 divide, seeing the 
post-independence era as a continuation or accentuation of many earlier oppor- 
tunities and difficulties, particularly in tracing the long-term shift from laissez- 
faire to massive state regulation. Perhaps necessarily a work of this kind has its 
limitations. At times the historian might long for more specific illustration of the 
general themes presented: readers interested in the plantation economy and 
labour migration will, for instance, find little discussion here, and the impact of 
Gandhian economics is alluded to only briefly. But overall the book is an 
extremely useful introduction to its subject and one which will be of interest to 
more than specialist students of South Asia. 


School of Oriental and African Studies, London DAVID ARNOLD 


HIROFUMI YAMANOTO (ed.), Technological Innovation and the Development of 
Transportation in Japan (Tokyo: United Nations University Press, 1993. Pp.xiii 
+ 296. $50). 


This edited collection examines the rapid development of a modern transport 
system in Japan over the course of the last century and a quarter since the 
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imperial restoration. It is the first book written in English to tackle this task. The 
study begins with an introductory chapter sketching the state of Japanese 
transport before 1868 and is followed by seven chapters each looking at the 
development of different modes of transport in a particular period. Including 
Yamamoto, there are four authors, each of whom mostly concentrates upon a 
particular form of transport. This means that each chapter covers a fairly short 
historical period and is written by up to four authors. Organising the work in this 
manner has resulted in a highly segmented and somewhat disjointed product. 
For example the 1906 railway nationalisation is alluded to in chapter three and 
then abruptly dropped to be picked up again in the following chapter. Elsewhere 
it has led to repetition, for example in the dates of the establishment of Japan 
Ford and Japan GM. It might have been preferable, therefore, to have arranged 
the book on the basis of fewer but longer vertical chapters following through 
major long-term trends, such as the decline of horse-drawn transport, in a single 
section. 

Much of the content of the book contains detailed descriptions of new 
technologies. This includes, for example, 13 consecutive pages of diagrams of 
locomotives which must be regarded as somewhat indulgent for all but the 
railway enthusiast. Business and economic historians might have wished to see 
some of this detail replaced by more substantial comment on the domestic and 
foreign sources of new technology and the process of technology transfer. The 
other area of emphasis in the book is public policy. This is covered much more 
effectively and brings out the importance of military and administrative 
considerations in transport planning, particularly in the nineteenth century. The 
later chapters deal with such themes as the policies of the Supreme Command 
for Allied Powers and the governmental emphasis on the transport infra- 
structure in encouraging post-war economic growth. 

In general, this book is a disappointment; it is unimaginatively organised and 
says little about transport services or the vexed issue of transport’s role in 
economic development, in spite of the leading role attributed to the sector by 
post-war Japanese governments. Business historians will find nothing about the 
strategies and structures of transport enterprises. On the specific issue of 
technological change, the work 1s limited in scope, as was indicated above. It is 
to be hoped that further works on Japanese transport will appear in English to 
advance our limited knowledge of the subject. 


Australian National University SIMON VILLE 


JONATHAN C BROWN, Oil and Revolution in Mexico (Berkeley, Los Angeles, and 
Oxford: University of California Press, 1993. Pp.xiii + 453; illus.; maps; tables. 
$40 hb). 


Though its title might suggest a narrower span, this volume provides a complete 
history of the oil industry in Mexico from its inception to about 1920. Brown 
draws on the public archives of four countries and the records of at least five oil 
companies to provide a detailed and wide-ranging account which will be of 
immense value not only to historians of the oil industry, but also to those 
concerned with Mexico, with relations between the United States and Britain, 
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and with debates about the political, social, and economic implications of 
dependence on foreign capital for a rapidly developing economy. 

Brown provides a very clear account of the difficulties that arose from the 
differing grades of crude found in Mexican oil-fields, their technical and com- 
mercial implications, and the solutions devised by the pioneers. He is excellent 
on the structure of the industry, and especially the relation between vertical 
integration and market power which, he suggests, led Standard Oil and Shell to 
enter Mexico directly only belatedly and in a defensive spirit. The implications 
of the revolution are dealt with at every level: diplomatic, federal, and local, 
with particular attention devoted to Manuel Pelaez, who led resistance to the 
Constitutionalist government in the oil-field area, relying on the industry as his 
tax base between 1915 and 1920. The origins of Mexican economic nationalist 
policies are traced to the creation of the Technical Commission for Petroleum by 
President Carranza in 1915. A final chapter covers labour relations, dealing 
evenhandedly with the paternalism of the oil companies and the development of 
trade unions and militancy among the workers. 

Many of the stock accusations against the industry are dealt with summarily. 
Brown finds little unity of purpose to provide a basis for conspiracy, whether on 
the part of the industry, the Mexicans, the North Americans, or the British. He 
takes, on the whole, a positive view of the presidency of Porfirio Diaz, finds no 
evidence to support the thesis that the oil companies willingly backed and 
manipulated Pelaez or, on the other hand, that the depredations suffered by the 
industry during the revolution were any more than spasmodic and local. Most of 
the important events in the Mexican revolution took place elsewhere. United 
States intervention actually placed the oil industry and expatriate workers in 
greater danger without offering any direct protection. In short, the book is 
impatient both of conspiracy theories and grand structuralist arguments, to 
which scant attention is devoted. 


University of Warwick CHARLES JONES 


AKIRA KUDO, IG Farben’s Japan Strategy: A History of Japan~German Business 
Relations during the Interwar Period (Japanese edition, Tokyo: University of 
Tokyo Press, 1992. Pp.vi + 331. Y6592). 


This historical study of IG Farbenindustrie Aktiengesellschaft’s strategic entry 
into the Japanese market in the inter-war period is a contribution to the wider 
debate on international business relations. In his analysis, Kudo has challenged 
A.D. Chandler’s thesis which is so firmly based on American business experi- 
ence. Kudo has argued that, if they are to overcome an ethnocentric view of the 
interrelationship between firms, business historians must explore the country- 
specific advantages of both parties. Kudo has thus focused on the differences in 
business behaviour of national firms caused by such factors as resource endow- 
ment, market structure and entrepreneur capacity. 

The book is divided into two parts. In the first IG’s export strategies in the 
Japanese markets are explored, whilst in the second attention is given to 
licensing strategies for Japanese firms. Analysis begins with an examination of 
1G’s introduction of aniline dyes into the Japanese market. This is followed by a 
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discussion of IG’s voluntary export restrictions which were in response to the 
encouragement of domestic dyestuff production by the Japanese government. 
The third chapter explores the reorganisation of sales companies in Japan when 
imports fell in the 1920s. It is, however, in chapter four that the focus turns to 
1G’s strategic shift. Until the development of the domestic dyestuff industry in 
Japan in the 1930s, IG had treated Japan as a free trade market. The firm then 
made an agreement with Japanese dyestuff producers to restrict export markets 
and form an international cartel. IG gradually ceded the Japanese market to 
Japanese firms, though it prevented Japanese exports to China. 

In part two of the book, IG’s licensing strategy is explored in detail. IG 
continued to pursue an export strategy in dyestuffs, but in nitrogen fertilisers 
and artificial petroleum, IG preferred a licensing strategy even though the 
Japanese government did not restrict imports. In nitrogen fertilisers, IG faced a 
challenge to its technical lead as Western rivals developed new production 
methods. In artificial petroleum, on the other hand, exporting was ineffective 
because the production cost of artificial oil was far higher than that of natural 
oil; the transfer of technology was therefore an alternative to the export of 
products. IG’s licensing strategy is described in detail in chapter 5. Kudo shows 
that IG intended to charge high prices for new technologies at a time when 
Japanese firms were keen to develop technology-intensive products like nitro- 
gen fertiliser. In chapter six, the licensing negotiation process with the Taki 
Fertiliser Production Co. is fully described. Although successful in fertilisers, 
IG’s licensing strategy failed in artificial petroleum. This was largely because of 
opposition from the Japanese Navy. They were confident that they could 
develop artificial kerosene production without technological interdependence 
with IG. 

Throughout the book, Kudo has set IG Farben’s Japanese strategy against the 
responses of Japanese firms. The book therefore provides valuable insights into 
the decision making process and the interaction between firms. This book is 
essential reading for students of Japanese international business in the inter-war 
period. 


Kobe University of Commerce KEN'ICHI YASUMURO 


ROGER L JANELLI with DAWNLEE YIM, Making Capitalism: The Social and Cultural 
Construction of a South Korean Conglomerate (Stanford: Stanford University 
Press, 1993. Pp.xii + 276. $35). 


This work is an anthropological study of contemporary South Korean industrial 
management. The author, an American Korean studies academic with an MBA 
from Wharton, spent nine months working in the offices of one of South Korea’s 
largest chaebol, or business conglomerates, which is given the coded name of 
“Taesong’ in the book. This fieldwork provides the core research for the study. 
The particular focus is on the ‘new middle class’ which form the chaebol’s white- 
collar personnel. 

The book has both a complex and original conceptual underpinning and 
discusses with great subtlety Korean culture and society. As a result, the 
Western business historian or management academic in search of insights on 
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Korean business and/or the explanation of the South Korean economic miracle 
since the 1960s is likely to find this study less accessible than, say, Alice 
Amsden’s excellent Asia’s Next Giant. Fortunately, however, Janelli’s book can 
be read at several levels. As a result, even those of us whose knowledge of 
anthropological theory and Korean culture is minimal, can learn much from it. 

At a basic level, the book does provide valuable information on both the 
causes of South Korean economic growth and the Korean business system. As a 
Korean specialist, Janelli stresses the simplistic nature of many of the alternative 
interpretations of South Korean growth which stresses its comparative advan- 
tage in low-cost labour, or the role of the state, or the Japanese colonial 
heritage, but he critically surveys the existing literature very well in the process. 
There are also many insights on the chaebol and their relationship with the 
South Korean state. The word chaebol is the Korean pronunciation of the 
Chinese characters used by the Japanese to write the word zaibatsu. This and 
many other apparent similarities between Japanese and South Korean business 
organisation and management has led to a number of Western scholars pointing 
to common elements in the economic success of the two Asian neighbours 
Chalmers Johnson, to give one example, has applied his view that industrial 
policy was a key element in Japan’s growth to the case of Korea also. In 
contrast, Janelli stresses the very considerable differences between Japanese 
and Korean business. ‘Many of the apparent similarities between Japan and 
South Korea’, he concludes, ‘turn out to be illusions that result from comparing 
both countries with the United States’ (p.235). 

At another level, Janelli’s book is an important contribution to the literature 
on the impact of culture on business organisation. Korean business practices 
contain, as do those of all countries, considerable culturally specific elements, 
but Janelli as an anthropologist is well placed to remind us that such a statement 
is the beginning rather than the end of the discussion. Janelli uses his previous 
research in rural Korea to look at the cultural inheritance of many of the white- 
collar workers of ‘Taesong’. He shows the complex, or ‘multivocal’, character of 
this rural inheritance, as well as the important influences on the army, the 
universities and urban life on the cultural knowledgeability of the ‘Taesong’ 
workers. A central argument is that Korean management and hierarchical 
practices cannot be simplistically ascribed to Korean tradition. Rather, South 
Korean capitalism ‘has been constructed and reconstructed through contests 
over symbolic and material resources’ (p.238). The family-owners of “Taesong’ 
selected versions of Korean culture that served their purposes: subordinates 
selected other versions more favourable to their interests. 

This book is also a study of ‘control’ within large business hierarchies. In 
many ways this is the most fascinating part. Janelli’s fieldwork enabled him to 
explore how the different layers of management sought to coerce and manipu- 
late subordinates, and how the subordinates responded and resisted. There are 
detailed discussions of recruitment, dismissals, salaries, meetings, and every 
aspect of relationships, including the many hours of after-hours entertainment 
which ‘Taesong’ employers attended. Such company-sponsored entertainment 
included eating and drinking, mountain-hiking, visiting saunas, bowling and 
disco dancing. Behaviour at these virtually compulsory events could be very 
relaxed — ‘contrasts between office life and cocktail parties in the United States 
paled by comparison’ (p.175) — but rank and formality persisted in subtle ways. 
Many colleagues obliged to attend social functions in their own departments will 
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sympathise with those Korean workers who make excuses to leave early ~ a 
practice for which the Korean verb ‘to escape’ is used. 

This most stimulating book makes a distinctive and original contribution to 
our understanding of contemporary South Korean business. It adds to a growing 
high-quality English-language literature on South Korean business history and 
management which now makes it possible to teach these subjects in some depth 
at undergraduate and graduate level. Janelli and his Korean colleague (and 
wife) DawnLee Yim should be congratulated for a thoughtful, learned and 
sensitive study. 


University of Reading GEOFFREY JONES 


MARY C BRINTON, Women and the Economic Miracle: Gender and Work in 
Postwar Japan (Berkeley, CA: University of California Press, 1993. Pp.xvii + 
299. $30 hb). 


Women and the Economic Miracle is an ambitious book which seeks to chart and 
explain the position of women in the Japanese economy in the twentieth 
century. Brinton’s analysis embraces the constraints faced by women both in the 
domestic environment and in the workplace. The result is an exhaustive survey 
of the extent and nature of gender discrimination in Japan and an illuminating 
insight into the inadequacies of convergence theories. 

Brinton utilises both quantitative and qualitative material to explore her 
subject. The research was based on a three-city survey for information on life 
histories and attitudes, government statistics and reports to set the broad 
context and interactions with Japanese society and the mass media to ‘tap into 
attitudes’ (p.23). For the quantitative minded, her Appendix Tables contain a 
wealth of statistical evidence. 

The opening chapters of the book illuminate the contrasts between the 
position of women in Japan and the United States, and demonstrate the linkage 
between Japanese women’s more disadvantaged role with employment practices 
that place heavy emphasis on seniority and work experience. Three of the 
resultant themes are explored in depth: the role of women as piecework 
labourers or workers in family-run enterprises, the tendency for white-collar 
jobs to be male and blue-collar jobs female and the greater male-female wage 
gap in Japan. Given the premium on work experience, notably seniority, life- 
cycle factors such as age and marital factors, low inter-firm mobility and firm- 
specific traming, Japanese work practices seriously disadvantage women and 
create a vicious circle in which women are discouraged from labour-force 
participation and employers discriminate on the basis that women will leave 
work once they marry. 

A recurrent theme of this research is the importance of human capital 
development systems in Japan as a force for discrimination: on the ‘supply side’ 
in the form of relative investment in male and female education and, on the 
‘demand side’ the structure of the educational system and the labour market 
both of which act to structure the opportunities and constraints for women’s 
economic roles in Japan. Brinton ably shows how Japan’s system of human 
capital development has come to shape distinct roles and expectations for men 


BOOK REVIEWS 141 


and women, roles that have come to be seen as both rational and legitimate. 
Perceptions of employer discrimination and expectations of financial depen- 
dence on male children in later life provide the incentive for parents to invest 
more heavily in the education of males and lead to the situation whereby women 
are more active as investors in the education of their sons than as students in 
whom investments are made. 

In her analysis of the evolution of the gendered education and employment 
system, Brinton highlights the extent to which neither was a natural outgrowth 
of either pre-industrialisation or early industrial employment relations but 
rather was a designed system consciously developed in twentieth-century Japan. 
To argue for convergence thus ignores the historical record of institutional 
change in Japan. 

Does Japan then represent a model for the East Asian economies and what 
are the implications for the role of women in Japan in the future? Brinton 
speculates on both issues in the final chapter of this book, arguing in respect of 
the former for the unique nature of the Japanese case and for change in relation 
to the latter stemming from the Equal Employment Opportunities legislation 
and from labour shortages. As she concludes, maybe in the future a different 
economic miracle will occur in Japan. 


University of Leeds SUE BOWDEN 


BARRY EICHENGREEN (ed), Elusive Stability: Essays in the History of 
International Finance, 1919-1939 (Cambridge: Cambridge University Press, 
1993. Pp.xi + 335; figures; tables. £14.95). 


One great benefit of reviewing for this journal is that in recent years there have 
been a ready supply of new books on inter-war international finance by Barry 
Eichengreen to read whilst holidaying abroad amidst successive rounds of 
turmoil in the European currency markets. His latest offering on the period, a 
paperback reissue of a book first published in 1990, brings together ten papers 
on the interconnections between the international financial system and the 
macro-economy. Of these papers, three are co-authored and nine in all have 
appeared elsewhere in mainstream journals or as chapters in conference vol- 
umes between 1981 and 1989. An introduction, setting the papers in context, has 
been added and there is a very useful consolidated bibliography. 

This collection is constructed around two themes: one general and one 
specific, namely the role of the international monetary system in the functioning 
of the inter-war world economy and, in particular, the linkages between the 
international monetary system and the great depression of 1929-33. As 
Eichengreen has long maintained with his impressive body of work on the inter- 
war (and more recently post-war) period, macro-economists need to take 
account of the workings of financial markets, not just as the suppliers of an input 
to the growth process but as a major source of instability. Accordingly, insti- 
tutions matter and the inter-war period provides a fertile environment in which 
to explore the relationship between international monetary regimes (from float- 
ing rates subject to little central bank intervention, through to the restored gold- 
exchange standard and then back to fioating rates, though this time more of a 
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managed system) and macro-economic (in)stability. The second theme, that the 
great depression was at heart an international, not just a US, phenomenon has 
been most recently developed in Eichengreen’s Golden Fetters (1992), and the 
relevant papers included in this collection provide much useful background. 
The inclusion of ‘Exchange Rates and Economic Recovery in the 1930s’, which 
first appeared in the Journal of Economic History in 1985 and was co-authored 
by Jeffrey Sachs, is particularly welcome for those teaching the period, as is the 
new paper on “The Gold-Exchange Standard and the Great Depression’ which 
explores the role of national policy failures (in the Friedman and Schwartz 
tradition) as against the malfunctioning of the international financial system (the 
Kindleberger thesis) through a study of the behaviour of central bank reserves. 

This volume is the first in a new series, Studies in Monetary and Financial 
History (edited by Michael Bordo and Forrest Capie). It sets a high standard, 
though an opportunity was missed with the paperback reissue to review the 
introduction and bibliography in the light of subsequent work. 


University of Bristol ROGER MIDDLETON 


JOHN KAY, Foundations of Corporate Success: How Business Strategies Add 
Value (Oxford: Oxford University Press, 1993. Pp.xviii + 416. £19.95 hb). 


There are many business strategy texts; few of them merit the attention of 
business historians, except perhaps as revealing illustrations of the business fads 
of past ages. This one is different. It is not that it says anything startlingly new — 
that is not the function of a text — but it is hard to remember a book which has 
such richness of penetrating (and well-written) comments on such a varied and 
complex research literature. If you are a business historian with no strategy text 
on your shelves, buy this one and you will be well served; but even if your 
shelves are well stocked with Porter, Mintzberg and Pettigrew, do not pass by: 
you will find within its covers freshness of critical perspective, not arid 
duplication. 

Kay explicitly differentiates his product in two ways. First, it has a strongly 
European perspective: French, Italian, German and British cases are more 
prominent than US and Japanese ones, though the principles of strategy formu- 
lation are shown to be universal, albeit in some ways dependent on cultural 
conditions. Second, he uses the insights of organisational sociology, of the new 
industrial economics and particularly of game theory. Much of the discussion is 
structured around three games: the Prisoners’ Dilemma, Chicken and the Battle 
of the Sexes. However, that bald description does little justice to the generality 
of the coverage of business strategy literature which is critically reviewed. 
Whether analysing first mover advantages, accounting problems, advertising 
and branding, vertical relationships, joint ventures, contracts, innovation or the 
sustainability and appropriability of competitive advantage, Kay invariably has 
something incisive and sparkling to add which forces one to see old problems 
from a new perspective. 

The central conclusion — thoughtfully drawn out in later chapters which apply 
the lessons at the level of firm, industry and nation — is an industrial version of 
the efficient markets hypothesis more commonly applied to the theory of 
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financial markets. Precisely because success is built on the identification of 
distinctive capabilities — which he categorises as reputation, innovation, strategic 
assets and ‘architecture’ or the structure of relationships — there can be no 
generic recipes for success. The search for generic strategies of the kind pro- 
moted by the Boston Consulting Group or PIMS analysis is, he argues, ulti- 
mately doomed to failure. The book concludes with a potted, analytical history 
of business strategy as an academic subject. Chandler is given his rightful place 
as a stimulus to systematic research (in a book that acknowledges business 
history as a scholarly input more explicitly than earlier strategy texts), though 
with clear recognition that the strategy-structure relationship is more interactive 
than Chandler allowed and a profoundly sceptical view of the 1960s strategy 
fashions that flowed from it. 

Kay has produced the thinking business historian’s strategy text: vital reading 
for those who see their discipline contributing to a stream of hypothesis formu- 
lation and testing which might ultimately make management a rather more 
scientific discipline. Post-modern purveyors of management snake oil should 
look elsewhere for inspiration. 


London School of Economics LESLIE HANNAH 


GARY CROSS, Tıme and Money: The Making of Consumer Culture (London: 
Routledge, 1993. Pp.x + 294. £13.99 pb). 


Social historians have often stressed the cultural context in which we spend time 
and money, from the changing face of mechanical time in the industrial factories 
to the moral weights placed on bread prices by hungry crowds. In this ambitious 
and erudite account of consumer culture in Britain, France and the United 
States, Gary Cross strives to explain the triumph of capitalist consumerism over 
the ideals of democratic leisure in the years 1918-45. By the 1950s people 
calculated their expenditure of time and money in terms of material production 
and mass consumption. Fordism appeared as an immovable horizon in the 
landscape of industrial societies. Private pleasures were pursued in preference to 
collective enjoyment of free time and shopping appeared to be the most tangible 
form of self-expression. Cross argues that the victory of materialist values as 
only achieved after a struggle against both traditional and democratic forces in 
Europe and the United States. The remarkable growth in productivity during 
the first three decades of the twentieth century offered these societies the 
prospect of increased leisure and personal development. Cross explains 
the resilience of the work ethic amidst plenty by the profound ambivalence of 
intellectual elites to the claims of working-class politics and culture, as cultural 
purists sought to conserve classical (and post-modern) standards against the 
vulgarity of common enjoyment. Periodically ‘discovered’ and abandoned by 
urban intellectuals, working-class consumers were left in the manipulative hands 
of merchandisers and advertising corporations. The consequence is a complex 
consumer culture which is saturated with desirable images and completely 
bankrupt of morality or meaning. 

This analysis is developed in a fresh and unpretentious style which handles a 
complex array of ideas and sources with impressive skill. Occasionally the 
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author stretches his text too tightly as he reaches for fashionable debates on 
Fordism, post-modernism and the end of history, but the discussion of wage 
earners between the world wars will illuminate both business and social histories 
of advertising and consumption. The range of ideas and references is sufficient 
alone to demand attention. The real difficulty lies in the form of the text and the 
content of the argument presented here. For Tune and Money is largely an 
exploration of the intellectual models of leisure and political ideologies of 
culture which have been devised since the Enlightenment. The author tries to 
place these ideas on the map of economic and political change during the early 
twentieth century but with limited success. Any text which is so heavily engaged 
with the intellectual history of leisure and culture theory itself runs the risk of 
portraying producers and consumers as simply ‘the masses’ whose ideas are 
moulded by the powerful and reduced to passive queues of workers and 
shoppers. 

The wealth of references to ideas and imagery in contemporary literature do 
little to illustrate the practical dynamics of production and market relations in 
these crisis years, nor is it clear how these elaborate discourses may connect to 
popular beliefs and business practices. This is apparent in the discussion of 
Fordism which Cross acknowledges to have mostly failed as a model for inter- 
war Europe though he often assumes the collapse of masculine craft practices 
and production cultures in Britain before 1939. Once we acknowledge the 
continuing diversity of occupational and consumer cultures in the early twen- 
tieth century, then the argument for a rapid triumph of consumerist mores 
becomes much more problematic. Nor is it clear that a coherent movement for 
democratic leisure rose and fell between the world wars, for the evidence shows 
significant reductions in working hours throughout Europe from 1918, as orga- 
nised labour defended the shorter week against employers in the depression 
years. Time and Money makes a strong case for placing the rise of consumerism 
in a political context, as conflicting ideologies of production, leisure and mora- 
lity were promoted. It must be open to question, however, whether private 
consumerism was a necessary ideological link in the chain of Fordism and 
productivity. The example of Swedish social democracy where productivity was 
married to the cause of full employment, public welfare and a collective morality 
that recreated the folk culture of industrial workers, suggests that there was no 
simple historical choice between democratic values and economic growth. 
Marginalist economic theory is a crude method for understanding people’s real 
wants but it is also evident that public goods as well as private satisfactions are 
paid for in labour time. 


University of Exeter JOSEPH MELLING 


PAUL G CHAPMAN, The Economics of Training (Hemel Hempstead: Harvester 
Wheatsheaf, 1993. Pp.xiv + 152; illus. £17.95 pb). 


The book is divided into three sections: theory, empiricism and policy. The first 
section begins with an outline of human capital theory and its implications for 
the provision of training. The model is subsequently refined by introducing 
transaction costs. The main critique of the human capital model — that of 
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signalling and screening — is then examined, and the alternative approaches of 
the Marxist and institutionalist schools of thought are detailed. Throughout this 
section the potential for failure of the market for training is brought to the fore. 

The second part of the book continues to focus upon the human capital 
model, and assesses the empirical evidence. Most available evidence is based 
upon analyses of the Mincerian earnings function, and the recent fashion for 
correcting these for sample selection effects is highlighted. Other refinements 
designed to remove unobserved heterogeneity — notably the analysis of twins 
and the use of natural experiments (both pioneered by Alan Krueger) — are not, 
however, discussed in the book, presumably because of their recent vintage. 

The policy section briefly assesses recent British policy on training, and 
compares this with policies adopted elsewhere, especially Germany. While the 
author is broadly sympathetic to a corporatist approach, he cautions against an 
over-optimistic view of the likely benefits of wholesale importation of'a system 
across cultural boundaries. It is somewhat disappointing to find no substantive 
discussion here of the role of quasi-markets in current British training policy: in 
this regard some evaluation of the early effects of the youth credits scheme 
would have been desirable. 

My overall reaction to this book is mixed. On the down-side, I am frustrated 
because it could have been made more distinctive (indeed, indispensible) by a 
comprehensive listing of rates of return estimates for various types of vocational 
training, and by a more prescriptive approach to the discussion of policy issues. 
Nevertheless, the author is to be congratulated on the quality of the theoretical 
section and on the clarity of both structure and exposition throughout. The 
material in this book forms a fraction of many undergraduate courses on labour 
economues, and so it is likely to find its way onto the supplementary reading 
section of numerous course sheets. 


Lancaster University GERAINT JOHNES 


GYORGY RANKI, The Economics of the Second World War (Vienna; Bohlau, 
1993. Pp.359. 686 S) 


In 1977, in his pathbreaking War, Economy and Society, 1939-1945, Alan 
Milward commented caustically on ‘the seemingly countless works on military 
history in which armies and navies come and go, commanded by greater or 
lesser figures deciding momentous historical issues, and nothing is said of the 
real productive forces which alone give such events meaning’. The stream of 
works on exclusively military history has continued since then but there have 
also been a significant number of studies of economic aspects of the Second 
World War by business and other historians. The time is ripe for a new work of 
synthesis on the economics of the war and it was on such a work that the 
distinguished Hungarian historian Gyorgy Ránki was engaged when he died in 
1988. Ránki did not have time to revise his manuscript and the version that has 
now appeared has what its publishers describe as ‘some irregularities’. The 
book, therefore, falls short of being definitive but, nevertheless, it is a major 
contribution to its subject. 
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Ránki’s work is particularly valuable for its treatment of the Soviet economy. 
Whereas Milward admitted that he had been unable to give the Soviet Union a 
fair share of his book, Ránki successfully integrates the Soviet economy into his 
analysis. He dispassionately draws attention to both the advantages and disad- 
vantages of the Stalinist system from the point of view of running a war economy 
and brings out clearly the Soviet achievement in adjusting to the territorial losses 
of 1941. He concludes that, with all its serious mistakes, deficiencies, and 
misplanning, the advantages of state control over the country’s entire economic 
resources proved to be very effective in utilising these resources. 

Ránki also analyses the various responses of the British, German, American, 
Japanese and (to a lesser extent) Italian economies to the demands of war, 
showing how the key shortages of raw materials and labour were tackled, and 
attempting to measure output of munitions. The Americans, enjoying as they 
did ample reserves of raw materials and skilled labour, were able to get by 
without detailed central planning or controls, but in all other cases the state was 
forced to take over economic functions from business. Even in the United States 
the reluctance of businessmen to invest funds in products that they believed 
would not be in demand once the shooting ceased forced the government to take 
the risk out of the war by agreeing to meet all the costs of firms by paying an 
additional fixed fee on a guaranteed profit. In contrast, shortages of raw 
materials and labour even before Pearl Harbor led the Japanese state bureau- 
cracy to attempt to impose on industry strong centralisation, led and supervised 
by a representative of the government, who would have full powers. In this case 
the Zaibatsu successfully argued for organised self-management of industry with 
control organisations that were in fact controlled by the relevant big companies. 
The British war economy involved a good deal of co-operation between busi- 
nessmen and the state and Ranki’s work should make it easier for researchers 
into this aspect of business history to make international comparisons. 

Ránki’s analysis necessarily focuses mainly on macro-economics and he 
leaves ample scope for micro—economic studies which, by identifying misalloca- 
tion of resources, may help to explain more fully than he does the different 
performances of the major war economies. In particular, much research remains 
to be done in the field of business history before there will be a clear picture of 
the contribution of businessmen, both in running their businesses and in partici- 
pating in the apparatus of the state. 


University of Stirling GC PEDEN 


DAVID E SCHRADER, The Corporation as Anomaly (Cambridge: Cambridge 
University Press, 1993. Pp.xi + 202. £30). 


Unusually, this book on corporate economic theory is by a philosopher, who has 
conceived it as a case study in the philosophy of science. David Schrader 
demonstrates his philosophical expertise in an early chapter, which offers a 
menu comprising various alternative general views of scientific change, such as 
evolutionary epistemology and self-contained paradigms: his preferred choice is 
the splendidly named reticulated model of scientific justification. Armed with 
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these techniques, he has read widely in the literature of economics, and has 
come to the following conclusions. 

As the most important productive element in advanced economies, the 
modern corporation has been incorrectly analysed by mainstream economists 
from Adam Smith onwards. It is an ‘anomaly’ because it fits badly into the 
traditional framework of methodological individualism, where the invisible 
hand or the non-intentional co-ordination of the market operates. Rather, its 
nature is that of a social collective, subject to international co-ordination ‘by the 
very visible hand of the manager or bureaucrat’ (p.161). Hence the development 
of the marginalist theory of the firm in the 1930s represented a watershed in 
economic analysis, since thereafter ‘the invisible hand’ of the free market 
required the aid of [conscious] policy’ (p.65). Although marginalism is flawed in 
being devoid of realism and in having low predictive power, it is still widely used 
because of the role it plays in the broader marginalist programme. 

This brief survey of Schrader’s findings points up some of their strengths and 
weaknesses. He correctly demonstrates that the economic analysis of the firm 
has been and is in an unsatisfactory condition. In particular, a fresh look is 
needed at marginal analysis, for so long the best in the way of a theoretical 
framework that economics could offer to business historians. He is also right to 
emphasise the collective nature of decision-making in the present-day manager- 
ial corporation. At the same time, in his anxiety to utilise his philosophical 
framework, he has tended to be unduly selective in his choice of authors 
and quotations. Alfred Chandler, Ronald Coase, Frank Knight and Joseph 
Schumpeter, among others, are either ignored or cited in a very superficial way. 
As to mainstream economists from Smith onwards, Schrader gives little hard 
evidence that they were so wedded to methodological individualism as to regard 
firms with suspicion or distaste. Alfred Marshall, who had an unrivalled knowl- 
edge of the industry and commerce of his day, analysed firms with far more 
understanding than his rather meandering remarks on business ethics, quoted 
here, suggest. 

Perhaps the greatest disappointment is Schrader’s failure to grasp what the 
marginalist theories were all about. He is, for example, aware that economists 
between Smith and Marshall saw competition as an activity or process rather 
than a structure, so that their analyses of the firm had a dynamic and realistic 
character that was totally lacking in marginalism. It is facile of Schrader to 
describe Edward Chamberlin and Joan Robinson as ‘joint parents’ of the 
monopolistic and imperfect competition revolution (p.45) and to dismiss with- 
out comment Chamberlin’s valid objection that his theory differed radically 
from the English version (p.179). That of Robinson, although still taught to 
first-year students who promptly forget it, is essentially sterile, whereas the 
Chamberlin model maintains some dynamic and entrepreneurial properties, and 
has in fact inspired the development of the theory of industrial organisation, or 
industrial economics in Britain. 

Thus the so-called marginal revolution in economics took place not in the 
1930s but in the 1870s, when Leon Walras showed the interdependence of the 
economic system in his general equilibrium framework. Within this system, the 
firm was initially portrayed as the processor of inputs into outputs, linked by a 
production coefficient. Ever since then, the task of economists and business 
historians alike has been to research and theorise on what really happens within 
‘the firm’. Because of uncertainty, imperfect knowledge and individual corpor- 
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ate characteristics, few scholars could claim that the firm was actually in a state 
of equilibrium. For all his aptitude as a philosopher, Schrader has not done 
much to clarify this important academic debate. 


University of Reading TAB CORLEY 


JORDAN GOODMAN, Tobacco ın History: The Cultures of Dependence (London: 
Routledge, 1993. Pp.xii + 280; statistics and graph. £40). 


The declared aim of this book is ‘to provide a systemic way of understanding 
current debates [on tobacco] from a historical perspective’. Jordan Goodman 
seeks to achieve it through what amounts to a series of essays dealing with the 
cultivation, manufacture and consumption of tobacco. Each essay consists 
mainly of a synthesis of secondary studies though some primary source material 
is incorporated. 

The nature and origins of tobacco are surveyed and Goodman provides a 
useful commentary on the manner in which tobacco consumption was accultur- 
ated into Europe. The early prophylactic use of tobacco is chronicled and this is 
followed by an account of its adoption as a socially acceptable narcotic in the 
forms of snuff, pipe tobacco and, ultimately and predominately, cigarettes. 
Colonialism, third-world agriculture, state monopolies and multinational com- 
panies are dealt with in turn. Finally, there are some very brief reflections on the 
issue of smoking and health. 

The book ıs clearly written and the evidence it surveys is interesting, but it has 
two major shortcomings. First, insufficient account is taken of the difficulties of 
interpreting comparative statistical data. For example, patterns and levels of 
consumption in various countries are affected by tax regimes — and tobacco has 
always been a highly taxable commodity. It is striking, moreover, that there is 
no sustained discussion of the role of tobacco in public finance. Secondly, and 
more seriously, the book lacks strong unifying themes despite the general aim 
stated at the outset. At one level the discussion appears ambivalent on issues 
such as the effects of tobacco cultivation on third-world agriculture, the power 
of multinational tobacco companies and the crucial issue of smoking and health. 
At another level, the analysis is simply discursive. 

The author himself states that much fundamental research on the subject 
remains to be done, and it might be hoped that he will pursue the task which he 
has usefully begun. 


University of Bristol BWE ALFORD 


JOSEPH MELLING and JONATHAN BARRY (eds.), Culture in History: Production, 
Consumption and Values in Historical Perspective (Exeter: Exeter University 
Press, 1992. Pp.xiii + 235. £12.95 pb). 


This book is dedicated to Michael Havinden, the well-known agricultural histor- 
ian and former Dean of the Faculty of Social Sciences at the University of 
Exeter. Appropriately, the volume is a collection of essays by members of that 
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Faculty along with notable contributions from the odd visiting professor or 
three. It arose out of a series of interdepartmental seminars and colloquia within 
the Faculty and so we have contributions from two members of the politics 
department, four sociologists and one historian, along with two social and two 
economic history contributions. Thus the collection is interdisciplinary with all 
of the usual features of that genre. The editors are to be congratulated on 
organising such a disparate group around a single theme, with the sub-themes 
clearly delineated. That theme, of course, is the role of culture in world history, 
with the two sub-themes being the role of culture in production and in 
consumption. 

Cultural studies and cultural history have mushroomed over the past few 
years and this book makes the manifold expressions and emphases given to 
culture by these different disciplines accessible to the undergraduates, to whom 
the book is surely aimed. This is a bonus. As a summary of the present status of 
‘culture’ in the various social sciences represented here the editors’ introduction 
would be difficult to surpass Like the apostle Paul, ‘culture’ often appears to be 
‘all things to all men’. Rather than try to impose some uniform definition of 
culture on these different contributions, the editors wisely choose to explain 
how the differing perspectives of these disciplines lead to the different ap- 
proaches. Thus, the real distinction between the papers is between those 
presenting revisions of abstract notions such as ‘meaning’ or other constructs, 
and the much-and-bullets approach of the hard-nosed empiricists. 

And so on to the individual contributions. The first two are conceptual essays. 
Stephen Mennell writes about the sociologists’ use of the concept of ‘momen- 
tum’ and history, drawing on the work of Norbert Elias. Thus, the economic, 
political and social spheres are all seen as strands in a spiralling ‘civilising 
process’, the speed and direction of which can be referred to as momentum. Iain 
Hampsher-Monk goes down what is now a well-worn path in contrasting econ- 
omic and cultural explanations, concluding that economic theory is dependent 
upon cultural assumptions for its explanatory power. His criticism of Douglas 
North’s Structure and Change in Economic History is useful but, as Sidney 
Pollard comments in a later contribution, Hampsher-Monk is saying nothing 
new to economists 

The next section looks at the themes of production and culture. Here Eric 
Jones reviews his principal arguments for the roles of culture, the environment 
and political institutions in his characteristically thought-provoking essay on 
historical lags in Asia’s industrialisation. Paul Keating and Joseph Melling 
looked at different aspects of how cultural values influence the workplace in 
what were, to me, the two best contributions in the volume. Keating considers 
how Irish cultural values are ones which Weber would have identified as 
traditional. They reflect the culture of small-scale rural communities and so act 
as a constraint on entrepreneurial innovation. Whichever the original cause 
(three are offered) Insh values appear to prize unscrupulousness, dishonesty 
and stultification in business matters. Thus, one entrepreneur quoted by Keating 
suggests that: ‘Anyone with drive, with a truly innovative or entrepreneurial 
spirit cannot fail to be dragged down by the sheer torpor that characterises our 
society . . . All of [which] reminds me of the Spaniard who asked the Celtic 
scholar if the concept of mañana existed ın Irish and was told: “we have nothing 
with the same sense of urgency”’ (p.94) 

Joseph Melling’s study of the origins of welfare capitalism is another useful 
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contribution which business historians will appreciate. Couched in a Marxist 
framework, he is clearly writing for an audience of social historians rather than 
business, but his emphasis on the importance of the welfare capitalism of big 
business in the years before 1914, in the origins of new unionism will be familiar 
territory to many business historians. Finally in this section Sidney Pollard offers 
a few general comments on entrepreneurs and cultural values, pointing the 
interested reader in the right directions. 

Consumption and culture as a theme to business historians would suggest 
perhaps variations in international marketing. Here, however, it is the signal for 
much analysis of the meaning of consumption and culture. Roy Porter gives a 
summary of the life of Dr Thomas Trotter who, it appears, attacked late 
eighteenth-century conspicuous consumption from medical grounds rather than 
moral; David Castigliane considers the intellectual history of Mandeville’s Fable 
of the Bees; Robert W. Witkin considers the relationship between bourgeois 
social values and realism in art; and Philip Corrigan adds some general com- 
ments at the end. Business historians will not find much in this final section 
which is of professional interest. Marketing, or indeed firm or businesses 
activity, is not included in the scope of these essays. Overall the book will be a 
useful addition for undergraduates taking interdisciplinary courses in cultural 
studies. As such it provides a useful overview and introduction into the use of 
‘culture’ in different disciplines, but the subject of culture in business history 
awaits its author. 


University of Reading ANDREW GODLEY 
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Contrived Competition: Economic Regulation and Deregulation, 
1920s-1980s, by Richard H.K. Vietor 


The study of regulation must take far more account of what happens 
within companies than is usually the case with academic work, or we will 
never get a clear idea of the actual impact of regulation on market 
structures or firm behaviours. This article summarises a major research 
project focused on four dominant US firms in four of the most important 
regulated industries: AT&T in telecommunications, BankAmerica in 
commercial banking, El Paso in natural gas, and American in airlines. 
In the United States, the fundamental premise of New Deal-induced 
regulatory regimes was that competition represented a problem for 
public policy. The deflationary, high-unemployment macroeconomy of 
the early 1930s, and the simultaneous slowdown in technological pro- 
gress, led policymakers to install regulatory systems that controlled 
prices, limited entry, and promoted redundant employment. These 
systems led regulated firms in turn to de-emphasise marketing, highlight 
services, and forgo the intense inter-firm competition characteristic of 
American business in general. The New Deal regime lasted until the 
1960s, when inflationary trends, spurts in technological innovation, and 
a revolution in economic thought combined to upset the premise that 
competition in these industries was a problem. Now it appeared to be 
the solution. The resulting tumult of deregulation brought stark new 
challenges to particular firms. 


The Economic Characteristics of Small Craft Businesses in Rural 
Lowland Perthshire, c.1830—c.1900, by Craig Young 


A feature of Britain’s industrialisation during the eighteenth and nine- 
teenth centuries was the persistence of small-scale production and pro- 
ducers. In a variety of contexts small businesspeople had a striking 
presence in the local economy and society. However, relatively little is 
known about this sector of the business community. This paper de- 
scribes the economic characteristics of micro-scale and small craft busi- 
nesses in one area of rural lowland Scotland between c.1830 and c.1900. 
Issues examined include firm size, capital investment, profits, multiple 
business strategies, persistence rates, the independence of producers, 
and formal organisation among these small businesspeople. The micro- 
and small-scale business sector in this area is found to share many of the 
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characteristics of such groups in other contexts. An internal diversity 
was also found, with producers merging with the world of wage labour 
at one end of the spectrum and the ranks of established enterprise at the 
other. This feature was reflected in the social standing of the small 
businesspeople. 


Henry Demarest Lloyd and Business Ethics in late Nineteenth- and 
Early Twentieth-Century America, by Michael J. Turner 


This article describes and elucidates the ideas and activities of Henry 
Demarest Lloyd (1846-1903). The focus is on Lloyd’s moralistic 
approach to social and economic problems, and particularly his concern 
to redeem America and promote a ‘New Conscience’. In an age of rapid 
social and economic transformation, Lloyd rejected contemporary 
celebrations of individualism, self-reliance, laissez-faire and the cult of 
success. He believed that American society was not working well, and 
that it was wrong to place any trust in self-serving dogmas dressed up as 
universal truths. Critics such as Lloyd articulated the hopes and fears of 
those who felt left out, those who were unable to share in the ‘American 
Promise’ of a better future, those who were being denied rights, oppor- 
tunities and material comforts. Lloyd spoke up for these people, and 
shared the same concerns and opinions that motivated many other 
prominent social commentators. He also entered into an alliance with 
American labour, as well as writing and lecturing ceaselessly against the 
most harmful practices of corporations. 


Foreign Influence on the Education of Norwegian Business Managers 
before World War II, by Rolv Petter Amdam 


This article examines the foreign influence on the education of 
Norwegian business managers before 1940. As in other Scandinavian 
countries, Norwegian educational institutions were strongly inspired by 
German models. However, the first Norwegian business school was not 
established until 1936, and this study examines how managers were 
educated when institutions were weakly developed. It is argued that an 
efficient use of foreign institutions to train managers more than compen- 
sated for the lack of domestic institutions. This system of combining 
national and foreign educational institutions is related to the debate on 
the links between educational systems and economic development. 


Contrived Competition: Economic Regulation 
and Deregulation, 1920s—1980s 


RICHARD H.K. VIETOR 
Harvard Business School 


The government’s role in the American economy has always been 
significant, but at no time was it more pervasive than after the Great 
Depression, and nowhere more than in industries ‘affected with a public 
interest’. In transportation, telecommunications, energy, and finance, 
which together contribute about one-fifth of the GNP, New Deal regu- 
lation was designed to stabilise competition. This system of regulation 
favoured stability, service quality and equitable coverage over inno- 
vation and efficiency. The system seemed to work well enough until the 
late 1960s, when changing economic conditions and performance prob- 
lems in regulated sectors led to a wave of legislative reform in the late 
1970s. Thereafter, economic regulation was either curtailed or redir- 
ected towards active encouragement of competition. 

Figure 1 plots the general pattern of economic regulation and reform 
in nine industries from the 1920s to the 1980s. With the partial exception 
of railroads, federal control of competition was quite limited before the 
1930s. Banks, although regulated, competed vigorously in an integrated 
product-service market during the 1920s.' Local telephone service, gas, 
and electric utilities were subject to franchising regulations and some 
rudimentary price controls by state public service commissions.” But for 
the most part these backbone industries (and even railroads) were 
relatively free to expand service where profitable, charge prices only 
loosely related to costs, and grow and merge as corporate strategy 
dictated. In telephony, air transport, trucking, and natural gas trans- 
portation, the 1920s were years of rapid expansion and chaotic 
competition.’ 

Federal economic regulation to curb competition and stabilise 
industry was overwhelmingly a product of the 1930s. Across the entire 
range of infrastructure industries, as Figure 1 shows, Congress imposed 
intensive regulatory controls. Table 1 itemises the legislation in 
these sectors. These laws were not characteristic of earlier regulatory 
initiatives from the Progressive Era — to gather information and 
prevent specific abuses. Instead, they focused on limiting competition, 
restructuring industry, and guiding service objectives. Generally 
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FIGURE 1 
THE ERA OF ECONOMIC REGULATION 
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speaking, they vested federal commissions with unprecedented econ- 
omic authority. 

The period from the late 1930s to the late 1960s was characterised by 
stable growth under tight regulatory control. These were years of extra- 
ordinary prosperity, and federal economic regulation seemed to work 
well. Entry, service authority, prices, and (in some sectors) profits were 
regulated through a relatively closed system of informal negotiations or 
administrative adjudication. Regulated firms developed high-quality 
national networks in telecommunications, air passenger service, truck- 
ing and natural gas transportation. Railroad freight and passenger 
service was ubiquitous and stable. So were banking services, and even 
securities and brokerage services were widely available to small inves- 
tors. Petroleum, gas, and electric power actually experienced declining 
real prices for more than two decades after World War II. Meanwhile, 
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TABLE 1 
NEW DEAL ECONOMIC REGULATION 


Financial Services 
Banking Act of 1933 (Glass-Steagall) 
Securities Act (1933) 
Securities Exchange Act (1934) 
Banking Act of 1935 


Telecommunications 
Communications Act of 1934 


Transportation 
Emergency Railroad Transportation Act (1934) 
Aur Mail Act of 1934 
Motor Carner Act (1935) 
Civil Aeronautics Act of 1938 
Federal Maritime Act (1938) 
Transportation Act of 1940 


Oil Natural Gas, and Electric Power 
Connally Hot Oil Act (1935) 
Public Utility Holding Company Act (1935) 
Natural Gas Act of 1938 


Retail and Wholesale Distribution 
Robinson-Patman Act (1936) 
Miller-Tydings Act (1937) 


regulatory procedures grew more and more complicated. Adjudicatory 
precedents accumulated, functional jurisdictions deepened and broad- 
ened, and regulatory bureaucracies expanded and ossified. 

Beginning in the late 1960s, problems increasingly plagued these 
complex regulatory regimes. Either they could not deliver effectively on 
their social objectives, or they damaged the performance of the firms 
they regulated. Sometimes they seemed strangled by webs of precedent 
and procedure. Above all, they had trouble adjusting to fundamental 
economic and political changes that were moving the American econ- 
omy in new directions. 

This period of regulatory malaise deepened through the mid-1970s 
until legislative and administrative reform finally took hold. As Figure 1 
shows (perhaps surprisingly), a wave of regulatory reform occurred 
almost exclusively during the Carter years. In fact, no reform legislation 
whatsoever occurred before 1977, and only two significant deregulatory 
laws were enacted after 1980, both of which were substantial failures.* 
But during the Carter years (1977-81), every sector of economic 
regulation underwent fundamental policy reform. Although many of 
the initiatives continued to be implemented during the early 1980s, 
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deregulation as a political movement had essentially ended by 1983. 
Broader forms of government intervention, cumulatively characterised 
as the ‘rights revolution’ ,° continued to expand in a secular trend during 
the 1980s. 

Overall, the anti-competitive form of New Deal economic regulation 
now appears as a bounded episode in public policy. Explaining it 
requires a re-examination of origins, a careful look at cross-industry 
structural factors that precipitated change, and an assessment of the 
consequences. That is the purpose of this article. 

One finds considerable disagreement over both the causes and conse- 
quences of regulation. The literatures of economics and political science 
have provided some useful explanatory models for specific industries at 
certain times. But since these models tend towards mono-causality or a 
static analysis of the consequences, they are not very helpful for explain- 
ing the evolution of regulation as a political-economic system affecting a 
wide range of industries over the course of the past 50 years. Historical 
interpretations, while dynamic, have rarely been used to explain what 
regulation actually did. 

Broadly speaking, there are three theoretical approaches to regu- 
lation: a public-interest explanation, private-interest explanations, and 
organisational explanations. Many of these interpretative models offer 
useful insights about regulation, at particular times or in specific indus- 
tries. But they generally suffer from disciplinary fragmentation and 
focus on just one part of the elephant. 

In the public-interest view, to which most scholars once subscribed, 
economic regulation is a relatively altruistic response by government to 
undesirable business conduct. Historians in this school generally took 
the motives of reformers at face value.’ Political scientists put greater 
weight on the interplay of self-interested groups, but still viewed the 
results of this pluralist process positively. Economists who shared this 
interpretation justified government intervention in terms of ‘market 
failures’ — structural departures from the neo-classical model of pure 
competition. These failures could include ‘externalities’ (air or water 
pollution), inadequate information (a safety problem in a consumer 
product), public goods (a harbour or lighthouse), natural monopolies 
(utilities where a single supplier is most efficient), or the problem of the 
commons (over-use of shared natural resources).® 

Private-interest theories, which by now have all but superseded the 
public-interest approach, posit a much more negative view of regu- 
lation. In the early versions of this approach, regulation intended to 
serve the public interest was portrayed as having been subverted by a 
process of ‘capture’, in which private interests gained influence or 
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control over regulators.” Failed pluralism is a variant of this interpret- 
ation.!° In more recent versions, regulatory origins are actually attribu- 
ted to the private interests of regulated firms or to their business 
customers. The political process itself is viewed as a sort of market-place 
for influence or votes, and the consequences are static inefficiency, 
technological inertia, over-capitalisation, and excessive earnings for 
regulated companies. Among historians, Gabriel Kolko is the most 
noted proponent of this view; among economists, George Stigler and 
James Buchanan.'! While these scholars are better on outcomes than 
were their ‘public interest’ oriented predecessors, their belief in rational 
actors leads them to conclude, ex post, that the beneficiaries must have 
supported regulation in the first place. Often this was simply not the 
case. More recently, the private-interest interpretative framework 
has been broadened to accommodate all the competing interests in the 
political marketplace. Some scholars have even tried to explain deregu- 
lation as the logical result of an efficient political market.! 

A third general approach to regulation, which overlaps both of the 
others, is the organisational interpretation. This tradition, which tends 
towards qualified models and does not purport to generalise as readily 
as others, attributes motives, process, and outcome primarily to indi- 
viduals and organisational factors within regulatory bureaucracies. To a 
significant extent, the evolution of regulatory policy can only be under- 
stood, industry by industry and agency by agency, through the intellec- 
tual traditions, entrepreneurial skills, or political ambitions of key 
individuals. Since such models are generally dynamic and based on 
detailed empirical evidence, they are especially amendable to historians 
and political scientists. ¥° 

In this article, I use a historical model of regulatory change broad 
enough to embrace markets, politics, regulators, and the behaviour of 
firms. My research is based on a large-scale study of four industries from 
the infrastructural sectors critical to modern commerce: airlines, natural 
gas, telecommunications, and banking. I chose these industries in order 
to highlight different structural characteristics (such as concentration, 
ease of entry, and scale economies), different rates of technological 
innovation, and varying degrees of regulatory change. In each industry, 
I focus on one firm, in order to understand the impacts of regulation and 
the strategic responses to regulatory reform. These firms — American 
Airlines, El Paso Natural Gas, AT&T, and BankAmerica — were domi- 
nant in their industries. Each has a history dating back at least to the 
1920s, and each experienced major challenges in adjusting to 
deregulation. 

The remainder of this article is organised in five parts. After this 
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introduction, the second section discusses the onset of regulation in the 
1930s. In the third section, I briefly discuss the effects of regulation on 
market structure. Section four, the heart of the paper, explores the 
causes of deregulation and its consequences for market structure. 
Section five comments on the responses of incumbent firms and draws 
some conclusions about the model used in this analysis. 


ul 
THE REGULATORY REVOLUTION OF THE 1930s 


The legislative imposition of federal economic regulation, for any par- 
ticular industry or issue, is obviously a complex phenomenon. Yet five 
factors seem most important and generally applicable for explaining 
both the origins and recision of regulation: (1) changing basic economic 
and political conditions, (2) technological innovation, (3) regulatory 
(public policy) failure, (4) new ideas, and (5) political entrepreneurship. 
Not all five apply to all industries in the same measure. Nor were all 
equally important in the 1930s and the 1970s. Yet all were generally 
relevant at the beginning and end of the period, and together they 
provide useful categories for organising the salient events. 

By basic conditions, I mean the macroeconomic performance of the 
United States — levels and growth rates of GNP, inflation, productivity, 
interest rates, and trade — as well as underlying political norms and 
institutional arrangements. In the 1930s, drastic changes in these con- 
ditions contributed significantly to the establishment of a new regulatory 
regime. Table 2 summarises some of the economic changes. The decade 
of the 1920s was a period of high and sustained economic growth, the 
highest in the twentieth century. Investment in plant and equipment, 
especially in transportation and public utilities, led overall economic 
growth. This was the great decade of system-building in telecommunica- 
tions, oil and gas pipelines, and electric power networks. It was the first 
decade of important growth in the airline and trucking industries, and 
the last decade before railroads declined. At no other time has invest- 
ment in infrastructure grown at such a rate (13 per cent per year for 
eight years). As one economist has described it, ‘it was a concentrated 
flowering of investment opportunities created by a series of new indus- 
tries and new services’.“* Inflation was non-existent. Interest rates 
remained low. Foreign trade grew steadily. The federal government ran 
persistent budgetary surpluses. 

In 1929, all of this collapsed. GNP declined at an unprecedented 
rate for four years and virtually stagnated for five more. Investment, 
especially in the infrastructure, came to a standstill. Insolvency swept 
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TABLE 2 
BASIC ECONOMIC CONDITIONS, 1921-1938 


(annual average growth rates) 





1921-29 1929-33 1929-38 
Real GNP 6.0% —8.6% 0.5% 
Total Construction 71.17% -25.0% —4.8% 
Utility Construction* 13.5% —33.0% —9.4% 
Inflation —1.0% —6.1% ~1.6% 
1920-29 1929-37 
Mfg. Productivity 5.5% 1.8% 
Federal Budget Average Surplus $810 million —$2,206 million 


* includes railroads, oil and gas pipelines, electric utilities, telephone and telegraph. 


Source: US Bureau of the Census, Historical Statistics of the United States, Colonial Times 
to 1970 (Washington, DC, US, GPO, 1975). 


through the railroad, airline, natural gas, and commercial banking 
sectors. By 1933, with the economy in a shambles and one-quarter of the 
workforce unemployed, the political values that had sustained relatively 
unhampered market competition were severely shaken. Legislative 
investigation, scholarly inquiry, and public debate sought desperately to 
explain what had happened. The most visible causes appeared, some- 
what illogically, to be monopolistic industry structures, combined with 
‘excessive’ competition. Or, as Franklin D. Roosevelt put it in his 
first inaugural address, ‘because rulers of the exchange of mankind’s 
goods have failed through their own stubbornness and their own 
incompetence’ .° 

The most appropriate solution seemed to be industry stabilisation, 
through government control of entry, price, and profitability, with 
industry restructuring where necessary. Such control, it was believed, 
was a proven institutional mechanism for controlling monopoly (at the 
state level in utilities), and for dealing with complex competitive prob- 
lems (at the federal level in railroads). Government control was consti- 
tutional, if defined narrowly enough, and it certainly did not threaten 
property rights as much as did the alternative of nationalisation. It also 
seemed appropriate to the increasingly national scale of many indus- 
tries. With some variations, this form of regulation appealed at once to 
bureaucrats and academics, and to public sentiment. Among business 
leaders, the issue of regulation was intensely controversial. Gas execu- 
tives opposed it, bankers were conflicted, and airline and telephone 
executives were supportive. 
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Technological change was a second factor that contributed to the 
development of economic regulation. Three of the four industries were 
experiencing unusually rapid innovation during the 1920s. Exploratory 
methods for oil and gas were just shifting over from prospecting hunches 
to geology. Seamless pipe, arc-welding, and compressor advances were 
making possible large-diameter pipelines to carry natural gas hundreds 
of miles. In electric power, innovations in generation and transmission 
were helping supply keep up with an explosion in demand from new 
motors, appliances, and lighting systems. Similarly, improvements in 
long-distance telephone transmission and in wide-band radio broadcast- 
ing were facilitating nationwide networks. In aviation, larger airframes 
and engines offered the prospect of commercially feasible passenger 
service. !¢ 

The broadest effects of these technological developments were to 
stimulate supply and demand in the three industries and in related 
sectors of the economy.” More importantly, the technologies led 
directly to the extension of business systems across state boundaries. 
State regulatory jurisdictions were therefore superseded. In gas and 
electric transmission, airlines and trucking, in telecommunications and 
to some extent in banking, state regulatory authority was no longer 
adequate to the task. 

The failure of past government policies was a third contributing factor 
to the regulatory revolution. In none of the regulated industries had 
markets been working freely before the arrival of the New Deal. For 
example, commercial aviation had relied from the start on federal 
subsidies for air mail. With passenger service finally feasible technologi- 
cally, but with price and entry competition and federal policy preventing 
sustainable growth, the stage was set for the Civil Aeronautics Act of 
1938.18 In natural gas, state regulations became ineffective, if not irrel- 
evant, once a pipeline crossed state borders. Although the Interstate 
Commerce Commission had responsibility for regulating interstate gas 
transmission, it never had the resources or inclination to undertake a 
single certification or rate proceeding. Thus, interstate pipelines and 
their holding companies could exploit their geographic monopolies for 
all they were worth.!° In telephony, AT&T posed much the same 
problem. An early Justice Department ruling had allowed the company 
to sustain a national monopoly in long-distance telephone service, in 
exchange for providing connecting service to independent companies.” 
State regulators, trying to control the rates and service of local Bell 
operating companies, faced impossible problems of cost allocation and 
transfer pricing as between the local exchanges, long-distance network, 
and equipment pricing by Western Electric.” AT&T, by then the 
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world’s largest private company, simply overwhelmed state authorities 
on informational issues, financial management, and legal expertise.” 

Banking represented the worst failure of prior government control. 
Here, regulation involved a crazy quilt of rule-making, chartering, and 
supervision by the Comptroller of the Currency (since 1865), branching 
restrictions by the states, and monetary controls by the Federal Reserve 
System (since 1913). The McFadden Act (1927) restricted branching by 
federally chartered banks, but allowed commercial banks to engage in 
certain securities activities. It would be something of a misnomer to 
characterise the post-1929 collapse of the heavily regulated banking 
sector as purely a ‘market failure’. The existing framework of regulation 
likewise failed. 

New ideas — about the role of government generally and about 
economic regulation in particular — also contributed to the New Deal’s 
regulatory revolution. At the macroeconomic level, the ideas of John 
Maynard Keynes were certainly the most important, even though their 
direct effects were negligible until after World War II. At the micro- 
economic and sectoral levels, members of Roosevelt’s ‘Brain Trust’ 
(such men as Raymond Moley, Adolf A. Berle, Jr, and Rexford G. 
Tugwell) contributed critical new concepts of central planning and 
administration. Joseph Eastman helped rethink transport regulation; H. 
Parker Willis, commercial banking; Walter Splawn, telecommunica- 
tions; Thomas Corcoran, James Landis, and Felix Franfurter, securi- 
ties.” Most of these advisers, with the exception of H. Parker Willis, 
were left of centre politically. None was a genuine radical. 

Even with this sort of intellectual foundation, political entrepreneurs 
were needed to push regulatory reform forward. In the public sector, a 
political entrepreneur is a politician, bureaucrat, or staffer who sees in 
regulation the opportunity to create ‘political capital’ for oneself or 
one’s boss. H. Parker Willis, a banking professor from Columbia 
University, and Senator Carter Glass, authors of the Banking Act of 
1933, would be good examples. But a political entrepreneur could also 
be a business person who sees in regulation a strategic opportunity for 
his firm or industry. A good example from airlines would be Edgar 
Gorrell, president of the Air Transport Association, who built a coali- 
tion of industry and political support for the Civil Aeronautics Act of 
1938. In our own time, Ralph Nader represents a third type, purporting 
to represent the entire public. 
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Structural Reform 


The New Deal economic regulatory statutes typically endowed federal 
agencies with far greater powers over price, entry, industry structure, 
and profits than had earlier legislation of similar purpose. The over- 
riding objectives appeared to be stabilisation of competition within each 
industry and a new commitment to the public good on a nationwide 
basis. The Banking Act of 1933 is an apt example. Drafted by H. Parker 
Willis and guided principally by Senator Carter Glass, the Act restruc- 
tured the banking industry and established unprecedented controls. The 
primary provision (usually referred to as the Glass-Steagall Act) forced 
a separation of the depository and investment functions of integrated 
banks. After a congressional investigation had publicised the greed and 
widespread impropriety of banking leadership, this measure became a 
political necessity. Even bankers conceded the need for reform.” 
Henceforth there would be two separate industries: commercial banks, 
which could accept deposits and make loans, and investment banks, 
which could trade and underwrite corporate securities. Competition 
between them was eliminated.”’ 

But Glass-Steagall went even further. Congress deemed it necessary 
to stabilise competition among banks. After defeating proposals to 
allow interstate branch banking, Congress created federal deposit insur- 
ance. And to prevent excess competition for deposits, banks were 
prohibited from offering interest on checking accounts and were restric- 
ted as to how much interest they could pay on savings accounts.” The 
combination of deposit insurance and interest-rate ceilings was intended 
to insure banks a steady and stable supply of low-cost funds. The 
Federal Reserve Bank would set the price (Regulation Q), and also 
regulate bank holding companies.” 

Although the Communications Act of 1934 did not segment the 
communications business, it did delegate immense authority to the 
Federal Communications Commission. The Act, as one analyst has 
observed, ‘represents the high-water market of congressional abdication 
of power to the regulatory agency’.*° At the time, all parties seemed to 
accept the notion that monopoly was appropriate in telecommunica- 
tions.*! Walter Gifford, president of AT&T, concurred: “Telephone is a 
monopoly, and competition against the public interest’.** The problem, 
of course, was how to regulate AT&T, the world’s largest private firm. 
Title II of the Act, which pertained to telephony, authorised the FCC to 
control ‘all charges, practices, classifications, and regulations’, to 
approve all tariffs, to certificate all facilities, and to approve all consoli- 
dations. Accounting principles, equipment purchases, and research 
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were made subject to audit and control by the FCC. All of this inter- 
vention would be directed towards a single great social objective; in the 
words of the Act, ‘To make available, so far as possible, to all the 
people of the United States, a rapid, efficient, nationwide and world- 
wide wire and radio communications service with adequate facilities at 
reasonable charges’. 

Regulatory legislation later in the New Deal sought to limit compe- 
tition in industries that the government had just restructured. For both 
airlines and natural gas pipelines, earlier legislation (the 
Black—McKellar Act of 1934 and the Public Utilities Holding Company 
Act of 1935) had ordered the breakup of vertical and horizontal holding 
companies. To regulate these now fragmented industries, Congress 
passed the Civil Aeronautics Act and Natural Gas Act, both in 1938. 
For aviation, Congress created a five-member Authority (later named 
Board) to grant route certificates, set mail rates, and oversee tariffs. 
Although the Board should prevent ‘unfair or destructive competitive 
practices’, it should encourage ‘competition to the extent necessary to 
assure the sound development of an air-transportation system’. In the 
Natural Gas Act, Congress said nothing directly about competition, but 
merely mandated that rates be ‘just and reasonable’. The bill’s authors 
evidently intended to limit federal regulation to interstate pipelines, but 
the wording was so vague that the Supreme Court would later expand 
federal jurisdiction to all gas sold in interstate commerce. 


I 
REGULATION-DEFINED MARKETS 


From the late 1930s through to the late 1960s and early 1970s, economic 
regulation shaped most aspects of market structure in these industries. 
High-quality, widely available service, secure contractual arrangements, 
and stable pricing were the main objectives, and indeed accomplish- 
ments, of federal regulators. 

In banking and financial services, the market was atomised. Multiple 
federal and state regulators chartered and regulated particular types of 
commercial banks (state-chartered, federally chartered, and holding 
companies) thrifts (mutual banks, savings and loan associations), plus 
mutual funds, investment banks, credit unions, and insurance com- 
panies. Meanwhile, the macroeconomy grew tremendously. By 1980, 
nearly 50,000 financial institutions managed more than $3.8 trillion in 
financial assets.” Markets were sharply segmented, with each type 
of financial product limited to one or two categories of firms. Assets 
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(loans) and liabilities (deposits) were closely regulated. Competition 
was limited to non-price services: free gifts, free checking accounts, free 
parking, and as many branch offices as possible. Failures were rare. 

For air passenger service, the Civil Aeronautics Board early desig- 
nated 16 ‘trunk carriers’ to serve major urban markets. For 40 years, 
until 1978, the CAB prohibited any trunkline entry at all. Typically, 
point-to-point routes were allocated to two or three carriers at a time, 
with identical tariffs and terms of service. In the early 1950s, a handful 
of local carriers were encouraged to offer regional service to smaller 
communities, so long as they did not undercut the fares of trunk 
carriers. Mergers were discouraged unless financial problems threa- 
tened a carrier. Pricing was simple, with standard coach and first class 
fares. Ticket sales were mostly direct, through independent travel 
agents or at the airport. Competition took the form of service rivalry: 
newer aircraft, more frequent non-stop departures, fancier meals, 
movies, guaranteed reservations, free baggage handling, and elaborate 
on-board entertainment.>” Despite rising overhead costs, productivity 
gains from technological innovation were sufficient to hold prices steady 
in real terms until the late 1960s.*° For long distances, air travel in 
passenger miles surpassed those of rail and bus services by the 1950s, 
and even for shorter intercity hops by the 1960s. 

Natural gas markets and industry structure were similarly stabilised 
by the early 1950s. Wartime construction of interstate trunk pipelines 
and post-war expansion or urban distribution systems resulted in a huge 
network of regional monopolies. The Federal Power Commission 
awarded relatively few new certificates for competitive entry into estab- 
lished markets, and the Securities Exchange Commission completed its 
restructuring of industry ownership in the early 1950s.°9 The new 
industry structure had three parts. Production was done by some two 
dozen integrated oil companies plus hundreds of independent pro- 
ducers; interstate pipelines were operated by 115 firms; and local distri- 
bution was handled by 900 public utilities.” 

In 1954, the Supreme Court extended the Federal Power Com- 
mission’s jurisdiction to natural gas prices at the wellhead. The 
Commission’s subsequent efforts to enforce ‘just and reasonable’ rates 
bogged down in impossibly complex procedures for allocating costs and 
determining rate bases. Regulators first tried firm-by-firm proceedings, 
then regional rate setting, and finally nationwide rate cases to set prices 
according to ‘vintage’ (year of discovery). In real terms, natural gas 
prices were effectively frozen at their mid-1950s level. Inevitably, low 
gas prices relative to those of alternative fuels stimulated demand, but 
were not high enough to stimulate replacement supplies. The huge 
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1ventory of reserves discovered in the late 1940s was gradually drawn 
down. 

Similarly, stabilisation was the focus of communications regulation. 
The FCC approved AT&T rules that prevented interconnection of 
‘foreign’ (non-Bell) equipment and encouraged nationwide average 
pricing. Under pressure from state regulators, it allowed a growing 
share of local telephone-plant costs to be allocated to long distance for 
rate-making purposes. As Bell technology drove down the costs of long- 
distance transmission, prices were held relatively steady. This created a 
sizeable cross-subsidy from long-distance users to local-service sub- 
scribers, thus encouraging the rapid spread of ‘universal’ telephone 
service.“? The Bell System guaranteed high-quality service, ‘equitably’ 
priced. The network, right down to its sturdy, uniformly black leased 
telephones, was an engineer’s dream. There was no such thing as 
‘discount’ service or a cheap phone. In exchange, the FCC allowed 
healthy profits and prevented competitive entry. 


IV 
REGULATION IN RETREAT 


By most measures other than economic efficiency, this sort of regulation 
appeared to work well, at least until the late 1960s. Indeed, by inter- 
national standards, the performance of the affected industries was a 
great success. State-owned monopolies, the preferred instrument of 
policy in most other countries, had produced some poor phone systems, 
higher cost power utilities, and national airlines that only the rich could 
afford. Only in banking did other models — national full-service banks in 
Canada, tight oligopolies in Germany and Japan — seem to exhibit 
superior performance. But as the underlying economic and political 
conditions in America began to change, the country’s elaborate regulat- 
ory regimes began to show some tarnish. The non-inflationary prosper- 
ity that had prevailed throughout the 1950s and 60s began to dissipate in 
the shadow of the Vietnam War. By the late 1960s, budget deficits and 
inflation pushed up interest rates. The Nixon administration and its 
successors were left to cope, using conventional Keynesian ideas of 
fiscal restraint. Productivity growth stalled, oil shocks aggravated infla- 
tion, and the economy wallowed into stagnation (see Table 3). 

With the benefits of a lengthening hindsight, it is now evident that 
prosperity had not only obscured some of regulation’s shortcomings, but 
had in fact been vital to its apparent success. Academics, in the develop- 
ing field of industrial organisation economics began studying the effects 
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TABLE 3 
BASIC ECONOMIC CONDITIONS SELECTED INDICATORS 








1938-68 1968-75 1968-75 
Real GNP growth (per year) 4.3% 1.9% 2.2% 
Inflation (GNP deflator) 3.8% 6.8% 7.0% 
Interest rate (average 3 mo. treasury) 2.0% 5.9% 7.4% 


of regulation on industry performance — costs, prices, capacity invest- 
ment productivity, technological innovation, and profitability. What 
they discovered did not make a pretty picture. Deteriorating railroads 
attracted the earliest attention.*? Soon enough, criticism of electric 
utility capacity investment, airline pricing, entry restrictions in trucking, 
competition policy in telecommunications, and interest rate controls in 
banking all flowed into a broader stream of doubt about the efficacy of 
governmental economic intervention in general.“ 

With the Vietnam war going badly, inflation rising, electoral corrup- 
tion from the Watergate scandal touching the White House itself, and 
the nation’s energy supply seemingly held hostage to OPEC whim, the 
American people began to lose faith in government. The trend knew no 
ideological bounds. It affected liberal Democrats, such as Senator 
Edward Kennedy, Washington Beltway outsiders such as Jimmy Carter, 
and conservative Republicans, such as Ronald Reagan. By the mid- 
1970s, the intellectual and political legitimacy of government economic 
intervention, established during the Great Depression and embodied in 
New Deal policies, had been thoroughly eroded. It was replaced by a 
revitalised interest, and even blind faith, in market forces — in the 
Smithian world of an invisible hand, where individual consumer political 
influence was dispersed. 

At this point, all of the forces of change that had given birth to 
regulation in the 1930s reversed themselves. Technological innovations 
undermined existing product-market distinctions and made entry easier. 
Rising costs made rate-base regulation, dependent on historic costs, less 
tenable politically. Entrepreneurs methodically sought out loopholes 
around regulation or attacked it frontally, like David opposing Goliath. 
Above all, regulation itself simply failed to adjust. Even when regu- 
lators tried to do so, they often made matters worse. Incremental 
changes by regulators began in the late 1960s, developed into some 
large-scale experiments in the mid-1970s, and matured into a wave of 
fundamental legislative reform during the late 1970s. Further implemen- 
tation continued, but decelerated through the mid-1980s. 
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Airline Deregulation and Political Entrepreneurship 


Air transport was the first industry in which the New Deal regulatory 
regime was overturned, and the only industry to date in which the 
regulatory agency itself was disestablished. The impact of airline decon- 
trol was so quick and dramatic that it provides a lens for understanding 
the same forces at work more gradually in the other industries. The 
airlines’ customary problem with excess capacity worsened in 1969. Fare 
increases, deliveries of very expensive wide-bodied aircraft, and slower 
macroeconomic growth all contributed to a gathering crisis. Load fac- 
tors declined, fuel and labour costs rose, and increased debt at rising 
interest rates all combined to swamp the gains in productivity that 
previously had held fares down.“ To make matters worse, regulators 
responded to the situation by condoning capacity cartels. They 
grounded brand-new 747s, imposed a moratorium on new route auth- 
ority, and jacked up fares. Even so, passenger growth stagnated. Return 
on equity for most companies declined to a level less than half that of 
unregulated businesses. 

In 1975, Senator Edward M. Kennedy and his staff counsel Stephen 
Breyer orchestrated a highly publicised series of hearings on the airline 
industry, which succeeded in attracting political attention to the broader 
issues.*” And, just at this time, Jimmy Carter campaigned for President 
on a platform that promised regulatory reform. After taking office in 
1977, Carter appointed Alfred Kahn, a professional economist and an 
evangelist for marginal cost pricing, to chair the Civil Aeronautics 
Board. Kahn moved boldly to encourage open entry, low-cost service, 
and price competition in specific markets.“* These successful experi- 
ments encouraged Congress to pass the Airline Deregulation Act of 
October 1978. Although Congress had intended an orderly five-year 
phaseout, there came a tidal wave of competition that surprised every- 
one: first entry, then price cutting, then route abandonments and re- 
structuring by incumbent carriers. By mid-1980, competition was wide 
open and brutal. New airlines sprang up everywhere, with leased air- 
craft, non-union labour, low overhead, no-frills service, and names such 
as Midway, New York Air, and People Express. They entered the 
intercity routes where prices generally exceeded costs and where the 
potential for traffic growth was greatest. Fares not only declined in real 
terms in these dense markets, but even for city pairs with little or no 
competition. By 1987, more than 90 per cent of all coach fares were 
discounted in some way.” 

The major trunk carriers eventually restructured, each with different 
route plans, fleet composition, marketing and service concepts, and 
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labour relations. After 40 years of regulatory protection, their rigid cost 
structures were unsustainable in the face of competition. Inefficient 
aircraft were grounded. Maintenance, operations and training facilities 
were centralised. Employment was reduced, wages lowered, and pre- 
viously acceptable work rules renegotiated. 

The most important operational change was the shift, by all major 
carriers, to a ‘hub-and-spoke’ route design. Direct flights between 
individual city pairs were drastically reduced, and most flights were 
funnelled through one or two huge centres. Computerised reservation 
systems, already important, became the key to winning and maintaining 
market share. Price-sensitive customers were offered an array of 
discounted seats, adjusted daily by reservations computers to match 
demand. Advanced boarding passes, comfortable lounges, free trips 
and upgrades to first class maintained the loyalty of frequent business 
travellers. By concentrating operations and raising utilisation rates, this 
entire system facilitated cost reduction through economies of scale and 
scope.™ The real cost per passenger-mile of airline travel fell by nearly 
30 per cent between 1981 and 1988.7! 

Over the course of the 1980s, demand for air travel rose rapidly, yet 
safety appeared unaffected. Quality of service deteriorated, however, 
measured by delays and complaints.>* The industry was substantially 
restructured, with significantly higher concentration levels nationally, 
one- or two-firm dominance at every major hub, and a dramatic failure 
rate among new entrants. Industry profitability, on average, all but 
disappeared.” 


Natural Gas and Regulatory Failure 


In the gas industry, regulation failed in a fundamental way after the New 
Deal: it actually produced a shortage of natural gas. Late in 1968, the 
American Gas Association sent a warning to the Federal Power 
Commission that prices were too low to sustain an adequate supply. 
Ironically, this critique came from an organisation of distributors and 
transmission companies that had always opposed higher wellhead 
prices.** But it was too late. Real prices had declined for nearly a 
decade, stimulating demand but discouraging exploration for new 
supply. Net additions to reserves declined in the 1960s for the first time 
since World War II, and prices in unregulated intrastate markets rose 
beyond the regulated price by a growing margin.” Pipeline companies 
announced ‘curtailments’ of gas deliveries under long-term contract. By 
1977, these curtailments exceeded 15 per cent of nationwide demand. 

Desperate transmission and distribution companies now launched a 
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series of high-cost gas development projects, such as imported liquefied 
natural gas (LNG), coal gasification, and an Alaskan gas pipeline. 
These projects made sense only in a rate-base, regulated world, how- 
ever, and all were eventually abandoned. Attempts by regulators to 
alleviate distortions in supply, price, and demand were frustrated by 
several factors: institutional inertia, procedural barriers, and the rhe- 
toric of consumer advocacy. When the Federal Power Commission 
departed from its traditional ‘just and reasonable’ criteria in 1969 in an 
effort to raise prices, it clashed with judicial precedent and ran into a 
barrage of opposition.” Eventually, the Commission turned to rate 
setting on a nationwide basis, in which rate-base assessment and cost 
allocation made little sense. By 1976 this approach managed to push 
‘new gas’ prices closer to the thermal equivalent price of oil, but it did 
not significantly affect the overall supply or demand for natural gas. 

Congress, meanwhile, first addressed the gas shortage in 1971, but 
made no substantial changes. Although it was now obvious that the 
original Act of 1938 had been inappropriately extended by the Supreme 
Court to wellhead price regulation, the oil shock of 1973 suddenly 
confused the issue. Producers attacked price controls while consumer 
activists attacked ‘windfall profits’ and blamed shortages on a conspiracy 
of the oil companies that produced gas and petroleum jointly. 
Distributors and transmission companies regarded all legislative reform 
proposals with ambivalence. Political gridlock persisted until 1978, 
when Congress finally approved the Natural Gas Policy Act (NGPA), as 
part of President Carter’s broader National Energy Act. Under this 
complicated legislation, price controls on new gas would be phased out 
‘fairly’. Congress designated nine new categories of gas, from different 
sources, well depths, and vintages — each with a different price schedule. 
‘Old’ gas would remain regulated indefinitely, but the deepest, highest 
cost gas could now sell at market prices.*8 

As might have been predicted, pipeline companies immediately bid 
up the price of new gas. The oil shock of 1979, meanwhile, doubled the 
price of gas substitutes and stimulated panic buying. Pipeline companies 
now signed ‘take-or-pay’ contracts, agreeing to pay producers very high 
prices even if they could not take the gas. There was little consideration 
of demand elasticity. But after a few years, high prices did stimulate 
increased production, conservation, and, when oil prices fell after 1982, 
substitution. By 1985, spot-market gas prices were falling freely. 
Pipeline companies could not sell enough gas, while distributors, con- 
sumers, and their political representatives were outraged at paying 
above-market, albeit contractual, prices. 

Now under intense but conflicting pressures from producers, pipeline 
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companies, distributors, state regulators, and consumers, the Federal 
Energy Regulatory Commission (FERC, as the former FPC was now 
called) fumbled toward further regulatory reform. First, the FERC 
allowed gas distributors to back out of long-term purchase contracts. It 
encouraged ‘contract carriage’, in which pipeline companies were 
allowed to carry gas for distributors that purchased it directly from a 
producer. New rates were developed that separated the charges for the 
fixed and variable costs of gas transportation.” This stuck the pipeline 
companies with ‘take-or-pay’ liabilities measured in the billions of dol- 
lars.© To cope with the situation, the FERC in 1985 issued Order 436, a 
landmark ruling under which interstate pipelines that wished to trans- 
port third-party gas (which producers were now willing to sell directly to 
distributors at lower prices) would be required to do so on a non- 
discriminatory basis. To provide equal access to buyers and sellers, 
pipeline companies would have to ‘unbundle’ their gas sales business 
from their gas transport business, each with separate tariffs. Most 
producers accepted these terms grudgingly, since it would help them to 
escape their long-term supply contract and compete for new business. 
FERC also substantially deregulated most old gas.” 

Order 436 pushed the entire American gas industry further into a 
general industry restructuring. In less than two years, the proportion of 
gas sold and transported by interstate pipelines fell below the portion 
that was merely transported. As short-term gas purchase markets devel- 
oped, brokers and independent marketers sprang up everywhere. 
Mergers, divestitures, and acquisitions effected a thorough restructuring 
of the industry, much like that in airlines. Here, too, costs were 
reduced, systems were streamlined, and earnings weakened. But unlike 
the new regime in airlines, the new situation did not amount to more 
deregulation. Rather, it was a new form of asymmetrically regulated 
competition. 


Technology and Telecommunications 


In the late 1960s, AT&T’s end-to-end monopoly in electronic voice 
communication began to unravel under pressure from technological 
innovations. On both the supply and demand sides of the business, new 
technological opportunities changed cost characteristics. Both the FCC 
and AT&T found it increasingly difficult to maintain either prevailing 
restrictions on entry or the cross-subsidies that had facilitated universal 
service. 

In long-distance transmission, microwave technology originally devel- 
oped for radar during World War II reduced the costs of entry for point- 
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to-point systems providing service between cities. As early as 1959, the 
FCC had allowed large users to build their own such systems.” Before 
long, entrepreneurs found that they could resell telephone circuits to 
small users at prices far below those charged by AT&T, with its burden 
of overhead and cross-subsidies. The first licence to such an entrepre- 
neur was issued in 1969 to Microwave Communications Inc. (MCT), 
headed by William McGowan. Within a decade, MCI and others had 
built networks of private line services. By manipulating tariffs and 
leasing lines from AT&T, they had succeeded in offering long-distance 
service to the public at retail prices below those charged by AT&T 
itself. Although regulators opposed this all-out competitive entry, it 
was by then an accomplished fact, sustained by the courts. 

In equipment, the process was similar. AT&T’s prohibition on inter- 
connection of non-AT&T equipment broke down in the late 1960s 
under pressure from innovation and entrepreneurship. First the 
Carterfone, a device that connected field-mobile radios to the telephone 
network, forced its way through the courts and into the AT&T system.© 
As electronic equipment made with transistors and integrated circuits 
destroyed the economies of manufacturing electro-mechanical equip- 
ment, a flood of non-Bell products swamped the market. These included 
telephone sets, PBXs (switching systems located on customers’ prem- 
ises), answering machines, and facsimile machines. By 1980, the FCC 
acknowledged the new reality and deregulated terminal equipment 
altogether. 

Regulatory barriers between computing and communications likewise 
gave way to innovation. The convergence of data processing and switch- 
ing technologies overwhelmed the boundaries drawn by the Justice 
Department in the antitrust settlement of 1956, when it left AT&T 
whole but excluded it from the computer business. In 1971, the FCC 
tried to enforce this separation by a new definition of terms, regulating 
data processing only when it was incidental to the function of switching a 
phone call. When that effort failed, the commission took a different 
tack, distinguishing in 1980 between ‘basic’ and ‘enhanced’ services and 
forcing AT&T to keep these activities organisationally separate. Not 
until 1986 did the FCC finally concede that AT&T’s business could not 
be kept separate from computing.© 

Through the mid-1980s, only the local-exchange segment remained 
fully regulated and generally closed to competitive entry. In 1982, the 
Justice Department and AT&T settled a major antitrust suit begun eight 
years earlier. In that suit, the government accused AT&T of using its 
market power in the local exchange to prevent competition in long- 
distance and equipment. In the settlement, AT&T agreed to divest its 
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22 local-exchange operating companies, which were then reorganised 
into seven regional holding companies, each with $10 to $14 billion in 
assets.’ The federal court that supervised the settlement divided the 
telephone market into 161 regions (LATAs, or local access and trans- 
port areas). Only the regional operating companies and other indepen- 
dent telephone companies could provide intra-LATA service. But the 
regional Bell companies could not compete in inter-LATA (long- 
distance) markets, nor manufacture equipment, nor provide ‘enhanced’ 
services with information value added.© 

By the time these changes were fully implemented in mid-1986, nearly 
a dozen companies such as MC] and Sprint competed with AT&T in the 
long-distance market. In terminal equipment, AT&T’s market share 
had dropped below 40 per cent in most product lines. Even in central 
office equipment, such as digital switches and fibre-optic transmission 
systems, such multinational firms as Northern Telecom, NEC, Siemens, 
and Ericsson provided stiff competition for AT&T. 

Despite all this rivalry, telecommunications remained a regulated 
market. Changes in regulatory form and scope were spreading in the 
states, but public utility commissions still controlled key aspects of entry 
and exit, service, price, and rate of return. The federal court, supervis- 
ing the consent degree in the AT&T case, controlled the activities of the 
Bell operating companies. And the FCC was more active than ever, 
regulating AT&T’s long-distance tariffs, access to its circuits, and the 
new rules for ‘open architecture’ in local networks. Here too, regulated 
competition, as opposed to total deregulation, had become the new 


policy norm. 


Financial Services and the New Economic Context 


American-style banking regulation worked well enough from the late 
1930s to the late 1960s, as long as high rates of economic growth, low 
inflation, and low interest rates prevailed. Banks, thrifts, brokers, and 
mutual funds all prospered. But in the late 1960s, when large federal 
deficits required Treasury financing, a credit crunch ensued. Short-term 
rates exceeded Regulation Q, the Federal Reserve’s ceiling on deposit 
interest.” The result was disintermediation: the bypass of traditional 
financial institutions in the exchange of funds between lenders and 
borrowers. 

As short-term interest rates on deposits exceeded long-term earnings 
from fixed-rate loans, banks, and especially thrifts, experienced a de- 
cline in deposits and a squeeze on margins. More serious bouts of 
disintermediation and mismatch between earnings from fixed-rate loans 
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and the cost of deposits at higher market rates followed — in 1970, 1974, 
1979, and 1981.7! In 1981, there was a shift of several hundred billion 
dollars from depository institutions to less regulated investments such as 
money market funds and treasury bills. Meanwhile, slower economic 
growth and a decline in the national savings rate intensified competition 
for market share in financial services. The demise of fixed exchange 
rates and the petro-dollar imbalances following the oil shock of 1973 
helped internationalise American financial markets and institutions. 
Large borrowers gained access to foreign markets, while foreign banks 
entered US markets. Government deficits and the oil shocks of 1973 and 
1979 aggravated inflationary pressures, forcing nominal interest rates to 
new heights. 

In this environment of incipient competition, technological develop- 
ments in information processing and telecommunications offered new 
opportunities to reduce costs and stimulate revenues. Applications be- 
gan in bank operations, where reader/sorter document processors and 
mainframe computers revolutionised record keeping and transactions 
processing. Improvements in digital transmission facilitated electronic 
funds transfers, and created cost savings and new services for multi- 
branch networks. By the early 1980s, the new technology had reached 
out into the distribution channels. With the development of automatic 
teller machines, point-of-sale terminals, and ‘smart cards’, up-to-date 
technology became essential to competitiveness in banking.” 

By changing the basic conditions of supply and demand, the new 
macroeconomic and technological circumstances strained the prevailing 
regulatory structure. Where regulations were most binding, or where 
loopholes were most inviting, aggressive firms devised means of breach- 
ing product and geographic constraints. Beginning in the early 1970s, 
innovative managers at Citibank devised negotiable certificates of de- 
posit. Mutual banks in Massachusetts created the NOW account (Nego- 
tiable Order of Withdrawal) to compete with commercial banks for 
checkable deposits. Merrill Lynch developed a Money Market Mutual 
Fund to capture savings deposits when market interest rates exceeded 
Regulation Q. 

Meanwhile, new organisational innovations such as bank holding 
companies, ‘non-bank banks’ (firms that made loans or took deposits, 
but not both), and loan production offices were used to circumvent the 
market and product boundaries devised by regulators. And these loop- 
holes opened both ways. While they allowed banks to escape restric- 
tions, they also helped non-bank financial companies to penetrate 
lucrative and hitherto protected banking markets. By the late 1980s, the 
financial incomes for the ten largest non-financial firms, the six largest 
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non-bank financial companies, and the five largest bank holding com- 
panies were about equal.” 

Despite these economic and entrepreneurial pressures, politicians 
were extremely slow to accept reform. Not only did the American public 
have an abiding distrust of concentrated financial power, but vested 
interests were unusually well-organised and politically influential. The 
provisions of the Glass-Steagall and McFadden Acts still protected 
thousands of inefficient and uncompetitive firms. Fragmented regulat- 
ory bureaucracies jealously guarded their jurisdictions. Eventually, 
though, the disintermediation and mismatch so devastated the thrift 
industry that Congress was forced to act. In 1980, with the support of 
most bankers, it passed the Depository Institutions Deregulation and 
Monetary Control Act (DIDMCA). Deposit interest ceilings (Regu- 
lation Q) were phased out. Commercial banks were allowed to offer 
interest-bearing NOW accounts. Federally chartered thrifts received 
new freedoms from product and geographic restrictions, and the deposit 
insurance ceiling was raised from $40,000 to $100,000.74 

But DIDMCA was not enough. In 1981-82, as the economy plunged 
into recession with record high interest rates, a wave of failures gripped 
the savings and loan industry. Congress seemed to panic, and hastily 
passed the Garn-St. Germain Act. This Act provided easier and wider 
access to funds, especially money market deposit accounts at market 
rates. It also allowed thrifts unprecedented freedoms to make loans for 
commercial real estate and construction, and to buy low-grade bonds.’ 
Supervisory oversight, meanwhile, was curtailed by a presidential 
administration determined to unleash ‘private enterprise’. In combi- 
nation, these measures proved to be a colossal mistake. 

At the state level, restrictions on branching, interstate banking, and 
financial-service diversification came increasingly under attack. The 
resulting changes were motivated not so much by free-market sympath- 
ies as by the threat of insolvency that was forcing regulators to loosen 
restrictions and allow strong firms to buy out weaker ones. Size, scale, 
scope, and diversity were increasingly the best, and perhaps only, 
hedges against financial risk. 

The consequences of these state and federal changes were extraordi- 
nary. Competition among financial institutions to attract deposits and 
make loans quickened. As prices fell towards marginal costs, or below, 
banks were forced to cut costs and charge their customers openly for 
services formerly provided ‘free’. With commercial banks under credit 
pressure from bad oil loans and dubious sovereign loans to developing 
countries, thrifts had a clear field to embark on a lending spree, with 
deposits now subsidised by federal insurance. From 1983 to 1987, credit 
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flowed freely from S&L into markets no one else would serve. The 
result was a financial catastrophe — an S&L crisis that would cost 
taxpayers between $300 and $400 billion to resolve.” 

A wave of consolidations, of failing thrifts and failing banks, fol- 
lowed. Out of necessity, McFadden Act restrictions on interstate bank- 
ing quickly fell. Money centre banks became much larger, and a new 
group of ‘super regional’ banks, with assets in the tens of billions, 
emerged.” By the end of the 1980s, the whole New Deal structure in 
banking was near the point of collapse. A system of regulated compe- 
tition had taken its place, not unlike the system in the natural gas and 
telecommunication industries. 


VI 
STRATEGIC ADJUSTMENT AND REGULATORY CHANGE 


The foregoing analysis is based on my close study not only of the four 
industries discussed, but also of four major firms, one in each industry. 
In this work, I was fortunate to have gained access to a wealth of 
documentary evidence: intra~-company correspondence, strategic re- 
ports prepared for management, and so on. In addition, I had the 
opportunity to interview a large number of executives, including the top 
management of each of the four firms. In this last section of the article, 
I will summarise some aspects of the four companies’ histories. The 
evidentiary basis of my short closing remarks here is so extensive that I 
will not attempt even briefly to list the most important primary 
documents. Full citations may be found in the relevant chapters of my 
book, Contrived Competition: Regulation and Deregulation in America 
(Cambridge, MA, 1994). 

The behaviour of firms in regulated environments has received sur- 
prisingly little study considering just how interested scholars have been 
in government regulation itself and its impact on markets. Since the 
obvious purpose of regulation is to enforce behaviour that would not 
otherwise occur, we can understand the phenomenon only by studying 
how business organisations respond to it. Yet the diversity of firms, of 
management styles, and of strategic alternatives make aggregate study 
uncommonly difficult. Even the four dominant firms that I investigated 
in depth exhibited marked differences in their strategic and organisa- 
tional responses to regulatory change. But a comparison of these four, 
even in summary, sheds a lot more light on regulation than does 
prolonged dwelling on the policy issues in aggregate. 

Forty years of economic regulation deeply affected the structure and 


24 BUSINESS HISTORY 


organisational capabilities of the major firms in each industry. These 
effects, however, became clear only with the benefit of hindsight, 
particularly after some degree of deregulation. All four of the dominant 
companies I studied (American Airlines, El Paso Natural Gas, AT&T, 
and BankAmerica) were driven by ‘service values’. That is, service 
standards, rather than operational efficiency per se (as measured by such 
conventional yardsticks as return on assets), defined managers’ strategic 
goals and career incentives. Partly as a consequence, all of the firms had 
high cost structures relative to what they were able to achieve in 
response to deregulation. Under regulation, labour costs were higher, 
and productivity lower, than they proved to be under deregulation. All 
four firms turned out to have excess capacity in plant and equipment. To 
deal with the process of regulation, these firms had employed a strik- 
ingly high number of lawyers, lobbyists, tariff specialists, and public 
affairs managers. The more regulated the industry, the larger and more 
important were these functions for the individual firms. 

Most importantly, regulation had reached into the core of these 
businesses by shaping their operating systems. AT&T's hierarchical, 
redundant network and durable telephone equipment, American 
Airlines’ fragmented, point-to-point route structure and diverse fleet, 
BankAmerica’s 1,000-plus branch network, and El Paso’s huge gather- 
ing system, were all products of their regulatory circumstances. Not 
surprisingly, large parts of these structures proved to be inappropriate 
under competitive rivalry. 

Economic regulation had also inhibited the development of some 
business functions that are common in competitive firms. Marketing and 
distribution channels were severely underdeveloped. For the most part 
they were limited to brand advertising and direct sales. Strategic pricing, 
product-line differentiation, and market segmentation by customer 
characteristics were rudimentary or non-existent. If customers wanted 
an airline ticket, they went to the airport, or possibly to an independent 
travel agent. If one wanted a telephone, one leased it from AT&T. To 
get natural gas, a large user negotiated a long-term supply contract with 
the El Paso firm, with everything bundled together. If a borrower 
wanted a loan, no matter if it were for real estate, an automobile, a 
child’s education, or a small business startup, he or she went to the local 
branch of BankAmerica and talked with a loan officer. In all four 
industries and all four companies I studied, price was seldom a factor 
and prices among competing firms customarily were exactly the same. 

Deregulation obviously affected all of these business characteristics. 
The less gradual and more thoroughgoing the change, the greater the 
impact, especially on the firm’s bottom line. Thus, in airlines, American 
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was driven to huge losses ($20 million a month) within 18 months 
after the Airline Deregulation Act of 1978. In natural gas, where 
deregulation was gradual and partial, El Paso limped along, making 
semi-coordinated adjustments over the course of a decade. For 
BankAmerica, the pattern was complicated by its location in California, 
and by the Bank’s unique statewide branch system. As the California 
economy boomed and competition remained minimal, the early effects 
of deregulation scarcely touched BankAmerica. These conditions lulled 
its management into complacency, leaving a much more severe — in fact, 
near-fatal — adjustment for the mid-1980s. After MCI’s entry into the 
long-distance telephone market in 1975, AT&T watched its market 
share and profit margins shrink for more than a decade before its 
competitive response finally made a decisive difference. 

Successful adjustment to deregulation provided first-mover advan- 
tages. Where management recognised weaknesses quickly, saw the need 
for strategic adjustment accurately, and implemented organisational 
changes effectively, it could seize a lasting advantage in the newly 
competitive market. Of course, this combination of responses was 
unusual. Among my four cases, American Airlines is the best example 
of such a response. Robert Crandall, American’s chief executive, im- 
mediately grounded inefficient aircraft, laid off redundant employees, 
and reorganised the firm’s route structure into a more efficient hub-and- 
spoke network. He and his management also recognised the importance 
of strategic pricing and of new distribution channels, especially compu- 
terised reservation systems. They educated their employees intensively 
about the need for work flexibility and higher productivity. No other 
airline saw all these factors so quickly, or recognised its own weaknesses 
and strengths so accurately, or implemented the necessary changes so 
ruthlessly and effectively. 

In El Paso’s case, management was quick to recognise some prob- 
lems, but not others. The company curtailed its high-cost gas purchases 
earlier than other firms in the industry, but did not attend expeditiously 
to its excess plant and high operating costs. The company was quick to 
embrace new regulatory initiatives, even when they were obviously 
inequitable. El Paso trusted regulators to mitigate inequities and 
implement reforms efficiently. When this did not happen, the firm’s 
management was forced to reassess its strategy repeatedly, not making 
the kind of long-term progress that it needed to remain dominant in the 
industry. 

At BankAmerica, new management had a positive strategy for de- 
regulation in 1981, but even then it did not fully realise the severity of 
the Bank’s weaknesses. Even when then-CEO Sam Armacost recog- 
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nised these problems, he and his staff were too slow in implementing the 
necessary cost-cutting, credit controls, technological modernisation, 
and change in corporate culture toward a more market-oriented organi- 
sation. Only several years later, when driven to the wall of near failure, 
and under extremely difficult economic circumstances, could the Bank 
finally make the necessary changes. In the end, however, its strategic 
adjustment to deregulation did prove successful. 

AT&T, by far the largest and least competitive of the four firms, 
adjusted most gradually, with repeated strategic false starts and 
revisions. The company’s immense physical plant (network, manufac- 
turing real estate, imbedded equipment), its hierarchical structure, and 
the Bell System’s culture of lifetime employment, together posed over- 
whelming barriers to change. Cost cutting proved very difficult. So did 
reorienting employees to the goal of responding to customers’ needs. As 
the market was resegmented by deregulation, AT&T struggled to 
implement a strategy of vertically integrated ‘information movement 
and management’ on a global scale. AT&T continued to earn healthy 
returns, but it remains unclear whether the new strategy is feasible as a 
long-term plan. 

What is clear is that for all four of these firms, and just as surely for 
their competitors, regulatory change intimately affected every signifi- 
cant aspect of corporate strategy and structure. The responses of the 
firms contributed to the market-structuring process of regulation itself. 
Their actions helped shape supply and indirectly affected demand. 
Throughout the whole era of deregulation, these firms all engaged 
vigorously in the political process, trying to steer the direction of 
regulatory change in ways that would hurt them least. Among the four 
firms, AT&T experienced the single worst political loss (divestiture), 
but also the largest regulatory successes later (reductions of its access 
charges and maintenance of competitive restrictions on the Bell oper- 
ating companies). 

We now have in place all of the essential pieces of a conceptual 
framework for analysing and understanding economic regulation. At 
the heart of this dynamic model is the ideal of ‘market structuring’. 
From this perspective, government regulation of any sort shapes market 
structure, and any large-scale change in regulation affects markets, 
often dramatically. Through this market-structuring process, regulation 
directly affects the behaviour of business firms and, in turn, generates 
econamic interests that compete in the political arena to affect further 
changes in public policy. Broader changes, in technology, macroecono- 
mic conditions, and political values underlie the entre process. 

Viewed from this perspective, monocausal interpretations of regu- 
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lation make little sense. For both the onset of economic regulation in 
the 1930s, and the revision or removal of regulation in the 1970s and 
1980s, changing basic economic conditions and political values played a 
major role. Only within that context is it worth discussing public interest 
or private interests, market failures or regulatory failures. What we see 
historically is that market conditions, often affected by existing regulat- 
ory policies, gave rise to political pressures for regulatory change. These 
pressures usually included elements motivated by the public interest, by 
bureaucratic considerations, and by competing private interests. 
Regulated industries did not usually capture the regulatory process, but 
they did influence it. In both the 1930s and the 1970s, firms played an 
important role in the processes of regulatory reform and market- 
structuring — yet rarely a controlling role. 

The historical and institutional framework can usefully inform both 
public policy and business decision-making. A strikingly obvious obser- 
vation from a policy perspective is the extraordinary dynamism of 
markets, even when regulated, and the constant difficulty that regu- 
lators have in keeping up with market shifts. In each of the industries 
I studied, regulatory regimes which sought industry stabilisation 
responded poorly to technologically induced economic changes, and 
also to the exercise of political entrepreneurship. Changes in basic 
macroeconomic conditions have a significant impact on regulation, 
within particular industries and as a more general political pheno- 
menon. 

Finally, we can see from these histories the limits to regulation. At least 
within an American context of private property and due process, regu- 
lation can distort market structure only so far before economic and 
competitive pressures begin to undermine the regulatory process itself. 
The New Deal experiment in economic regulation, which lasted nearly 40 
years, was largely over by 1980. Since about 1983, when the drive toward 
deregulation petered out, it has been generally replaced by regulated 
competition. The overall picture in the mid-1990s is characterised not so 
much by the absence of regulation, although the situation in airlines 
comes close, but by a new system of government regulation designed to 
foster and control competition. What has changed most is the New Deal’s 
fundamental premise that competition was the problem. Now it is viewed 
as the solution. Yet, since neither consumers nor firms are entirely 
pleased with the outcomes, it remains uncertain whether, in the end, this 
new policy regime will prove more durable than its predecessor. 
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In Britain between the late eighteenth and the early twentieth centuries, 
small-scale producers remained an important element of the business 
community. Industrialisation and the formation of large-scale enter- 
prises produced a variety of responses in the small-scale sector including 
decline, transformation and growth.! Indeed, both in the British and in 
wider contexts small businesspeople played an important socio- 
economic role which was of a much greater significance than their 
economic position would have suggested.” However it remains true that 
‘the economic history of the . . . small enterprise is the area about which 
we know least’. To redress this imbalance requires studies of the 
overall organisation of different small-scale sectors and their relation- 
ship to industrial change. In addition, however, it also requires the 
investigation of much simpler issues concerning the inner workings 
of such enterprises — what was the typical structure of productive 
units; how much profit was generated; how long did firms last; how 
independent were small producers; what sort of formal organisation 
existed? 

This paper presents a description of the basic economic characteristics 
of craft enterprises in rural lowland Perthshire in Scotland between 
c.1830 and c.1900. The focus is on the ‘micro-enterprise’, a sector where 
production was dominated by very small firms often only composed of 
the business owner him/herself, though ‘small’ firms are also examined. 
Studying this stratum of the business community involves dealing with a 
diversity of size and substance in a sector which merged with wage 
labour at one extreme and established businesses at the other.* The 
craft sector is composed of the traditional rural tradespeople who 
serviced the rural economy (smiths, joiners, tailors, bakers and so on) 
though it must be noted that it is often difficult to separate producers 
from retailers as these functions and occupations were often combined. 
The semi-industrialised handioom weavers are not considered as their 
experience was somewhat different. Lowland Perthshire was chosen 
because it fulfilled the criteria of a study area with a mixed farming 
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system with villages and small market towns, to counter the urban bias 
in previous studies of this type.> In addition it had a well developed cash 
economy by the early nineteenth century and the pattern of Jandholding 
was not dominated by a few large landowners whose actions may have 
made the local economy unusual.® 

Lowland Perthshire’s economy was dominated by agricultural pro- 
duction. Strathmore, Strathearn and the Carse of Gowrie were charac- 
terised by mixed agriculture combining cash cropping of grain and 
potatoes with the finishing of beef cattle and sheep on turnips. However 
the area was not homogeneous. Settlements varied from agricultural 
villages to market towns and the area was influenced by the cities of 
Perth and Dundee which had many industrial functions. Larger market 
towns such as Blairgowrie and Crieff also contained some industry such 
as brewing and in particular large-scale units of textile production.’ 
Agriculture and industry competed for labour producing labour short- 
ages in agriculture which managed to operate with a streamlined work- 
force and led to marked mechanisation of agriculture in some areas. To 
support this highly efficient agricultural production and to supply the 
demand from rural villages and small market towns (in the absence of 
fully integrated mass markets) a flourishing small-scale sector also 
existed. Levels of demand, however, varied temporally (notably seaso- 
nally) and geographically depending on the local economy, and the 
different levels of the business community were able to exploit high 
levels of demand to different degrees. In 1851 tradespeople comprised 
26 per cent of the occupied population in the agricultural villages. In 
1891, considering Perthshire as a whole (but excluding Perth City), the 
crafts still accounted for 13 per cent of the occupied population.® This 
important numerical representation continued well into the twentieth 
century but the influence of this sector on the economic, social and 
political life of the area was of even greater significance.” 

The sources available for the study of the small-scale sector in rural 
Scotland are problematic. It has proved necessary to draw on a variety 
of sources, each of which has their own associated problems, but two 
overall difficulties must be kept in mind. Firstly there is the danger of 
generalising about the small business community from a few or specific 
instances. Secondly there is the problem of representation — even trade 
directories usually do not cover the entire business community. 
Sequestrations in particular represent only one part of the business 
community, that composed of small to medium sized firms (in terms of 
the amount of capital employed). Though this limits the representative- 
ness of the analysis of this source, firms at this level were important both 
numerically and in socio-economic terms. However, it is necessary to 
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use the available evidence critically to try and sketch the characteristics 
of this important sector. 


va 


An examination of the size of craft enterprises is important to describe 
the range of types of producers and to assess the contribution of this 
sector to employment. The size structure of industry can help explain 
turnover rates and growth patterns though the fragmented evidence 
available here does not support detailed analysis.‘ The opportunities 
for setting up in business were also affected by the average size of firms, 
and larger firms were more likely to evolve self-contained marketing 
facilities (see below). The dominant feature of craft production through- 
out this period was that it was organised in the form of small productive 
units, and the one-person business operated without full-time 
employees was common. This was especially true of agricultural areas 
such as Strathmore. The parish of Coupar Angus had 245 master 
tradesmen in 1792, but only 58 journeymen and apprentices. In the 
shoemaking sector, 15 masters had on average one journeyman or 
apprentice each. In Kilspindie parish each of the four blacksmiths had 
one apprentice, there was only one apprentice between the three shoe- 
makers, and two between the four house and cartwrights. In 1833 
Muckhart parish had 13 masters, but only 11 journeymen and appren- 
tices.!? In Kinfauns parish in 1844 it was stated that ‘most artisans . . . 
are masters and apprentices’. 

Data from the 1851 census also suggests firm size was small (average 
number of employees = 2.5, n=61) with the largest number of 
employees found in the building trades. Poor enumeration of status 
meant that it was difficult to distinguish masters working on own 
account from journeymen, so this category is probably under- 
represented at 18 per cent of businesses (n=77).'* In 1891 the average 
firm size in Perthshire (excluding Perth City) was 4.6 employees 
(n=1,389) with 56 per cent of the total workforce on ‘own account’ 
(n=3,128). Firm size was changeable, however, with the number of 
employees responding to economic fluctuations and seasonal variations. 
Family labour was also important in many of these enterprises though 
this is not revealed in the census.’° Business size in terms of employment 
was thus typically small and flexible, and those working ‘on own 
account’ (the micro-scale enterprise) were more common. From these 
data there is no way of assessing the viability of these enterprises but it is 
likely that, as in other contexts, these comprised small established firms, 
independent craftspeople and more economically marginal firms. There 
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is no way of estimating the total number of firms in lowland Perthshire 
but as shown in the introduction the proportion of the occupied popu- 
lation employed was significant suggesting an important role in employ- 
ment for this sector. Evidence from Scotland, England, France and 
Germany for comparable periods and sectors shows that this small firm 
size and rate of occurrence of one person businesses was not exceptional 
in European terms.” The importance of firm size to stability and 
marketing is returned to below. 


Ii 


The amount of capital invested and earnings generated in these small 
firms is an area about which little is known. Such information is import- 
ant for our understanding of how businesses were created and of their 
success or failure. Future growth of firms is constrained by past oper- 
ating profits which provide a major source of finance to support invest- 
ment. The use of sequestrations allows some insight into these issues. 
For firms at this level the amount of capital required to start in business 
was usually small, suggesting that (in terms of the capital required) it 
was fairly easy to set up in business in some trades. The median value 
from a sample of firms established between 1834 and 1904 was £138 
(n=46) with a range of a few pounds to £500. However, problems 
certainly arose from a lack of capital in such firms and it is questionable 
whether such amounts of capital were sufficient for businesspeople to 
avoid dependency on credit. The most important source of this capital 
was that of savings from a previous period of waged employment (41 per 
cent of cases), also vital for gaining skills and knowledge.’® 

Table 1 shows yearly earnings and profits derived from craft busi- 
nesses and provides some wage data for journeymen in the skilled trades 
which are intended to indicate the maximum potential earnings through 
skilled labour as a basis for comparison. Though it is difficult to regard 
declared profits as ‘real’ net earnings or indeed understand what is 
meant by ‘profit’ the data available do give some indication of earn- 
ings.’? Neither set of data is intended to represent total income particu- 
larly given the other activities of many engaged in the trades. Profits for 
this stratum of firms were certainly fairly small with a maximum of £150 
a year or roughly twice the top skilled wage rate. These data point to the 
existence of a level of firms which overlapped with skilled wage labour 
in terms of earnings and where in some cases business profits were less 
than the theoretical maximum available for wage labour. Taking into 
account the declared living expenses the amounts of capital generated 
for reinvestment were certainly small. The reality of the grocer who in 
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TABLE 1 
MASTER'S EARNINGS AND PROFITS, 1862-1910 
Business Year Earnings/profit Journeyman’s wages 
Per year Year 
Watchmaker 1862 £150 ave. profit/year — living 
expenses of £30/year £46! 1862 
Carter 1864 £156 ave. profit/year living 
expenses of £100/year 
Watchmaker 1865 £78 takings/year on 
manufactured goods 
£416 takings/year on sales of 
which £156 profit £41? 1870 
Shoemaker 1878 £70 ave. profit/year ‘did not £523 1870 
always exceed expenses’ £554 1872 


Coachbuilder 1880 £47 per year 
1881 £57 per year 


1882 £65 per year £405 1884 
Baker/grocer 1881-5 £150 profit/year ‘after expenses 
and keep of family’ 
Grocer 1899 £60-70 profit/year £576 1894 


Shoemaker 1910 £52-65 ‘clear’ profit/year 


Note: Journeyman’s wage rates assume full annual employment. 


Source. Master's data ~ Scottish Record Office (SRO), Concluded sequestration pro- 
cesses brought under the 1856 Bankruptcy (Scotland) Act, CS318/9. 

Journeyman data — 

! journeyman smith, SRO CS318/12/269; 

? journeyman shoemaker, SRO CS318/15/295; 

journeyman joiner, SRO CS318/16/310, 

journeyman mason, SRO CS318/21/111, 

journeyman smith, journeyman joiner, SRO CS318/30/172; 

journeyman butcher, SRO CS318/40/316. 


aA nA & & 


1899 was making £60-70 a year in profit was that ‘I never saved any 
money but I was able to keep myself’. One clothier and grocer noted 
that ‘I made no profit as I worked cheap and had to renew bills and pay 
discounts’.”” For such people the business must have represented a 
means of making a modest living with their return on their capital seen 
more as wages than profit. 

This point was related to another feature of these firms, that their 
owners tended to exploit a variety of other business opportunities.”! The 
combination of a trade with some form of landholding was fairly com- 
mon. The land held varied in its description from farm to croft or 
pendicle. Sometimes the two were related, such as fleshers also dealing 
in cattle, or innkeepers farming to produce food and fodder for the inn. 
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In addition, tradesmen dealt in agricultural produce, both stock and 
crops. The opportunities offered by the local agrarian economy and the 
availability of a wide range of tenures and sizes of landholdings within 
the agricultural sector was an important element in this characteristic. In 
some cases multiple occupations were followed in order to carry out 
various stages of the production process, for example, an engine smith 
who was also an iron turner, a builder who also a quarrier, and a master 
tanner who was also a shoemaker. Multiple occupations may have been 
pursued to avoid seasonal under- or unemployment: for example, the 
mason who also worked as a sawmiller, or the master millwright who 
also manufactured chains and machines, both cases where some work 
could be carried out indoors in case of bad weather. 

The distinction between production and retailing was blurred in these 
businesses. Fleshers also often dealt in cattle, millers acted as meal 
dealers, and tailors and shoemakers were found both manufacturing and 
retailing clothing. Engagement in the production and retailing of un- 
related produce was also found. Shoemakers, tailors, joiners and bakers 
were found who also engaged in the grocery trade, one tailor was also a 
book agent, and one weaver also acted as a butcher. Within the context 
of the small firm this combination of occupations across sectors could 
become quite complex. George MacFarlane, principally a tailor and 
clothier in Coupar Angus until 1862, also acted as an auctioneer. With 
his father he also bought and raised small numbers of pigs and cows, 
which were sometimes sold to dealers in Perth. John Dow, a slater, also 
ran a hotel and restaurant in Bankfoot until 1894 and used his father’s 
house for his coal merchant’s business.” 

This information seems to point to the existence of a level of enter- 
prise where specialisation following a single occupation was not poss- 
ible. This, combined with low levels of income at times little greater 
than that available from wage labour, meant that the following of 
multiple occupations was a necessary strategy for business survival for 
this level of enterprise. 


IV 


Previous studies have highlighted the fact that the small business sector 
was characterised by a high rate of turnover.” High turnover may have 
implied ease of entry to certain trades, and a high rate of social mobility 
(into or out of the small business sector) served to hinder the develop- 
ment of common class relationships and formal organisation. Table 2 
shows the persistence rates of craft firms in Lowland Perthshire between 
1890 and 1900. Overall, craft businesses showed more stability than the 
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TABLE 2 
BUSINESS PERSISTENCE RATES IN LOWLAND PERTHSHIRE 


Business % business surviving n 
1890-1900 

Millers, brewers, maltsters/distillers 65.4 59 
Builders/masons 62.3 61 
Other skilled trades! 61.6 61 
Slaters, plasterers, painters, plumbers 59.0 88 
Tailors, clothiers 58.9 95 
Blacksmıths 58.2 134 
Shoemakers 57.1 119 
Dressmakers, milliners 56.6 83 
Merchants 56.0 125 
Woodworking trades? 52.1 199 
Bakers 50.6 81 
Fleshers, butchers, game dealers 42.1 68 
Retailers 42.1 609 
Innkeepers/hoteliers, restauranteurs 35.8 108 
Notes: 


1 watch makers, agricultural implement makers, engineers, tinsmiths, coach makers/ 


hirers, traction engine makers/owners. 
2 joiners, cabinet makers, cartwnghts, coopers, sawmullers. 


Source: Leslie’s Directory for Perth and Perthshire (Perth, 1890, 1900). 


retail sector (55 per cent compared to 42 per cent) but were similar to 
the merchants (56 per cent). Businesses in the drinks industry, the 
building trade and other skilled trades were reasonably stable, the 
clothing trades less so. Sectors which lost around 50 per cent or more of 
their constituent businesses were the food processing trades and 
innkeeping, both of which involved elements of retailing and thus 
sharing the low stability rates characteristic of that sector. Sequestration 
firms between 1856 and 1914 operated on average for nine years (n=58) 
with a range of 1-50 years. The highest proportion of these firms failed 
within four years (36 per cent), with 26 per cent failing after five—nine 
years, and 22 per cent at 10-14 years. The remaining 16 per cent lasted 
15 years or longer.” Comparative data suggest that such figures were 
not unusual for this sector.” These data support the contention that age 
is a factor in turnover, with younger firms exiting more frequently from 
the business community.” 

The high turnover rates would have been due partly to the typically 
small firm size. Other research has indicated that medium sized firms 
entering the business community had more chance of survival due to 
easier access to credit and a higher likelihood of utilising managerial 
resources.”” Data for Edinburgh for the same period suggest that stab- 
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ility in the small enterprise was related to whether sectors were labour 
or capital intensive, with capital intensive industries showing a lower 
turnover rate.” This interpretation has some relevance here, with rela- 
tively capital intensive sectors such as brewing/distilling and building 
having a high persistence rate. A continued strong local demand for 
building firms led to a different experience here for the building sector 
which was much more stable than in Edinburgh, for example, where the 
persistence rate was only 47 per cent. Most builders contracted in the 
area came from local villages and market towns, though some were from 
neighbouring cities. During the 1890s estate owners were refurbishing 
and building houses (particularly married accommodation) to try and 
combat agricultural labour shortages, causing a new cycle of demand.” 
Sectors where capital intensity was low, such as fleshing, baking, and 
retailing, show low persistence rates. The correlation is by no means 
completely clear, however. The clothing trades, smithing and wood- 
working were relatively labour intensive but had medium-high persist- 
ence rates. The largely agricultural nature of the local economy was 
responsible for a high demand for skilled tradespeople to service its 
technical needs, and the farming and village population maintained a 
strong local demand for clothing. The innkeeping sector was composed 
of a range of enterprise from household based firms to major concerns 
which required a high capital investment.°° The very low persistence 
rates probably reflect this range of enterprise and possibly the holding of 
short-term leases which often changed hands. 

Thus this small business stratum was characterised by the instability of 
enterprises found in other contexts and which for some sectors was quite 
severe, losing nearly 60 per cent of businesses. This high turnover rate 
implies a high rate of occupational mobility into and out of the small 
business sector. There is some evidence to suggest that entry into this 
sector remained viable in lowland Perthshire throughout the nineteenth 
century, though the range of persistence rates suggest such opportuni- 
ties varied between trades. In Crieff in 1838 it was noted that ‘the 
tradesmen here. . . are all on a level; no one chooses to serve another, 
after he understands business himself’.*! Certainly the small business 
size and high proportion of ‘on own account’ working would have aided 
this process. As noted above (for one stratum of firms at least) the initial 
capital required to set up in business could be very low, and was 
certainly attainable after a period of wage labour. 

In most cases the technological requirements of the trades remained 
fairly low, reducing the need for large amounts of capital. William 
Wisley laid out £35 on the fittings of a butcher’s shop and slaughter- 
house in 1901, while the joiner’s tools of Scott & Battison were only 
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valued at £20. The tools in the smiddy and turning shop of Robert 
MacKenzie were worth around £21.” These points have also been noted 
as promoting high rates of instability in the Scottish building trades for 
this period.” Apprenticeship, though still a feature of the trades in this 
area, does not seem to have been important in restricting entry into 
business. Scotland lacked any equivalent of the Statute of Artificers; 
thus any apprenticeship was informal and standards varied between 
crafts. In any case, the period 1850-90 saw a general collapse of inden- 
tured apprenticeship throughout Britain.” No cases were found among 
strike reports in local newspapers of disputes over enforcement of 
apprenticeship and in many sequestrated businesses formal training was 
never undertaken. Indeed it has been suggested that the acquisition of 
skill involved a process that was qualitatively different in rural com- 
pared to urban areas, with greater emphasis placed in the former on all- 
round skills rather than the specialisation of the latter (a point which is 
reinforced by the feature of multiple occupations).*» 

There are no systematic sources available to study occupational 
mobility, but some sequestration cases do give examples. Peter Wynd, a 
baker in Inchture, stated in 1871 that ‘I began business on my own 
account nine years and a half ago. Before then I was a journeyman 
baker’. William McEwan served his apprenticeship with his father and 
then worked as a journeyman ironmonger in Glasgow before setting up 
his own business in Crieff in 1856. David Jack worked as a bakery 
manager in Dundee before moving to Blairgowrie in 1881 to establish 
his own baker’s and grocer’s business. Robert Lawrence followed a 
career as a steward, butler and hotel worker before taking on a hotel in 
Blairgowrie.*° 

The high turnover rates in some sectors also point to business failure 
and downward occupational mobility, and the sequestration record 
provides insight into the problems of the micro-enterprises. Many 
of the sequestrated firms were undercapitalised, which is consistent with 
the low levels of start capital. As the Trustee of one miller/farmer’s 
sequestration noted ‘Mr Caw’s bankruptcy arose from innocent mis- 
fortune ... He had all along to struggle with a small capital.” 
Undercapitalisation led to problems with expansion. One shoemaker 
failed due to ‘the circumstance of my business having grown on me too 
rapidly’. Undercapitalisation also led to dependence upon credit 
which sometimes caused bankruptcy. Poor business management was 
another factor, including tying up capital by keeping too much stock. Of 
52 bankrupts who stated an opinion on why their business failed, 35 per 
cent either kept no business books or did not balance them properly.” 
The extending of credit to customers often led to bad debts. 21 per cent 
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of firms discussing reasons for failure at least partly attributed it to this 
cause (n=52). On average book debts totalled £182 (n=51) but could be 
as high as £1,700.” Failure was also attributable to general trends in the 
economy and natural factors such as poor harvests and disease, whether 
of stock or the tradespeople themselves.*! 

This material seems to point to the existence of a perhaps more 
marginal stratum of firms which shades into wage labour and the more 
established business sector, one where entry to business was relatively 
easy, but problems of undercapitalisation and instability were common. 
At the upper end of this stratum there existed another where stability, 
capitalisation and social status were higher. An important feature of 
these firms was their flexibility in adapting to new products and markets. 
In 1874 the successful coach-building firm of Clark & Millar was estab- 
lished. Dissolved in 1879, each partner set up on their own account. 
Clark went into carriage building as the Crieff Carriage Works and then 
the Strathearn Coach Works in 1883. The firm later took up selling and 
hiring bicycles, and after Clark’s death his sons became involved in the 
motor trade. The retail market of a firm of molecatchers in Methven 
which manufactured its own moletrap spread as far as Dumfriesshire in 
the late nineteenth century due to the production of a specialised 
product with no mass produced competition and the availability of the 
rail network. 

Mechanisation in agriculture, particularly after 1850, created one 
growth sector for small-scale producers in lowland Perthshire and 
allowed expansion of firms and control of large-scale markets. Product 
specialisation was the key to such expansion, particularly when com- 
bined with improvements in the transport network. Labour shortages in 
agriculture which prompted this mechanisation created a particular local 
context which enabled such firms to do well. Trade directories reveal the 
emergence of traction engine making and hiring firms. Agricultural 
engineers, country garages and steel fabricators often evolved from 
rural smiddies. In 1863 it was predicted that ‘Mr. Bisset, smith . . . has 
commenced making reaping machines, and ... he promises to be 
successful’, By 1867 


the manufactory had become an institution of the times. Where 
. . . a common roadside smithy and cartwright’s shop stood, there 
is now a complete machine maker’s establishment. . . . The skill 
and energy of the Messrs. Bisset in designing their favourite 
machines are certainly highly creditable to them. 


In 1876, the firm was renamed the Greenbank Engineering Works 
and carried on a worldwide export trade, a pattern repeated for this 
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industry throughout Britain.“ A measure of its specialisation was that it 
was the only producer of self-binding reapers in Scotland, with the only 
other British competition coming from Lancashire. In 1867 John 
Peebles of Errol was involved in experiments with motive power engines 
and the same parish was the site of specialist engineering firms which 
exported agricultural and jute making machinery in the late nineteenth 
century. The firm of F.M. Fleming & Son had its origins in a ‘plain 
smithy’ and in 1873 became the Old Rattray Engineering Works with a 
local and export trade in light engineering. By the twentieth century, the 
firm was selling its turnip-topper throughout Britain and the Republic of 
Ireland.“ Thus some small firms were much more established than 
others, and were able to expand to become what were for this area 
major manufacturers. 


Vv 


Independence in business was an important notion for the small busi- 
ness community, around which issues of self-identity and social values 
revolved. Important elements in independence and the viability of small 
firms were their relations to larger merchants and manufacturers 
through the credit system, their control over the marketing of products, 
and the operation of contractual obligations. For the small producer, a 
truly independent situation in economic terms would be one in which 
they were not restricted by unequal relations with larger producers or 
merchants for the purchase or sale of goods and in which no creditor 
held a monopoly position.“ 

There is not enough space here for an in-depth analysis of the credit 
relations, but certain general points should be noted as they tell us much 
about the organisation and position of this sector.** Again the discussion 
here derives from sequestration material and refers to the micro- 
enterprise. In lowland Perthshire the supply of trade credit from mer- 
chants and manufacturers was a vital enabling factor in production. Of 
1,346 creditors to 53 firms, 19 per cent of them were manufacturers 
(supplying 23 per cent of the total credit of £37,432) and 28 per cent 
were merchants (supplying 23 per cent of the total credit). These two 
groups were the most important creditors both in numerical terms and 
amount of credit supplied.” 

Merchants or manufacturers could establish control over production 
by actually taking over the running of the business and claiming the 
profits arising. In 1900 Alfred Dubber, a hotelier in Dunkeld, found 
trade was poor and at his bankruptcy hearing he stated: 


Mr. Eadie of W.B. Thomson [whisky merchants and creditors] 
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asked me to sign a trust deed. . . . Before that Mr. Eadie had been 
looking after me from the time I entered the hotel. He used to 
come and look over my books and compare the expenditure with 
the income. Latterly he required from me the money I had in hand 
. . . for a short time he was coming up twice a week [and] he then 
got the free drawings from me. 


For some firms, creditors finally stopped production altogether by 
recalling debts and enforcing bankruptcy. As noted above, the laying 
out of too much credit to customers in the form of book debts could also 
be a constraining force upon these firms. Thus for these micro- 
enterprises, largely a marginal and less stable group, independence was 
undermined by an unequal relationship with creditors. 

In many contexts, as industrialisation progressed small producers 
were less able to compete and control their own marketing activities. 
Producers often became tied for the sale of their goods to one or a small 
number of merchants or manufacturers again undermining their 
independence. Subcontracting often played an important part in this 
relationship.” Again, some general points which are substantiated else- 
where can be noted about the experience of firms in lowland Perthshire. 
Sequestration cases and business account books show that in this area 
small-scale producers typically had small localised markets, which paral- 
lels the situation in England for the same period, where few rural firms 
had a nationwide system of distribution.” Market size was generally 
limited to within a few miles of the business location in rural areas which 
generally had a low population density. No evidence was found of these 
small-scale producers producing for larger merchants or manufacturers, 
and the limited data available show that production or servicing was 
carried out for the local population. Thus the undermining of indepen- 
dence by the controlling of marketing of produce by larger concerns 
does not appear to have occurred in this area. Looking beyond the firms 
represented in the sequestration record, other small firms did manage to 
establish markets on a much wider scale, as was shown with the 
examples of agricultural engineering firms discussed above. 

Independence was also restricted for some firms in some sectors by 
the existence of contracts. In Kinfauns parish in 1843, it was stated that 
masters were ‘paid according to agreement with employers’. In 1838 it 
was noted that ‘[master] smiths generally contract for farm work by the 
year; but what they receive depends a good deal on the nature of the soil 
and other circumstances’.>? The yearly contract was certainly perceived 
as restrictive by blacksmiths and in 1866 the master smiths of the Carse 
of Gowrie attempted to form a union ‘for the purpose of fixing their 
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prices. The Committee recommended the discontinuance of all contract 
work’. Contracting and subcontracting were common in the building 
trades as is evidenced by the frequent announcements in the local press. 
These building contracts could prove troublesome as extra work 
necessitated by delays or underestimates had to be paid for at day rates. 
One Perthshire molecatcher explained the realities of contract working 
in the early twentieth century when he stated: 


ye could work steady or at other times ye were laid off wi’ the 
weather or that. Ye’d to work extra hours to make up — ye wasnae 
paid extra, but ye got yer money that was due ye. Ye didnae get 
overtime . . . ye made yer bargain — kill the moles for six months 
or twelve months per year. An’ if the farmer had a lot o° moles he 
would send word tye ~ ‘come an’ do this’. It was just the same 
money.°> 


It is not possible to quantify how widespread contracting was, or how 
restrictive. However, the six-month or yearly hire was typical of the 
agricultural labour force in this agrarian area, and thus it is perhaps not 
surprising to find it occurring in those trades which directly serviced 
agriculture. Probably it varied between trades, with most trades fixing 
individual prices for goods and services. For some trades it was a factor 
undermining independence, but for the most part in this area small-scale 
production was free of involvement in production for dominant larger 
producers which typified other urban and rural contexts.” The contrast 
with the handloom weavers of lowland Perthshire, who since the 
eighteenth century were bound into an extensive putting-out system 
producing textiles for urban-based merchants and manufacturers from 
materials provided by them, is striking. 


VI 


Throughout the nineteenth century, small businesspeople lacked formal 
organisations for the defence of their professional and economic inter- 
ests, particularly against the larger merchants and manufacturers. The 
efforts of those associations that did form were directed at maintaining 
‘free’ competition, services to members and local responses to issues 
provoked by municipal government.” An examination of the degree of 
collaboration between small businesspeople in this rural area adds much 
to our understanding of the experience of this sector. 

The small producers of lowland Perthshire did at times co-operate 
over trade issues during the nineteenth century, but for the most part 
such instances did not lead to the development of formal associations. A 
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common issue for co-operative action was the fixing of prices. In 1855 in 
Crieff, the master boot and shoemakers met and ‘unanimously agreed 
that a rise in the price of boots and shoes, commensurate with the 
advance on leather, should immediately take place’. The master 
carpenters of the Stormont district met in 1866 ‘for the purpose of 
comparing and adjusting their scale of prices’, while the boot and 
shoemakers of Dunkeld raised the price of footwear ‘for the purpose of 
giving their workmen an advance of wages’.°? However, action was at 
times still fairly unco-ordinated. In Crieff, a meeting of the master 
blacksmiths was held in 1866 to consider steps to advance the prices of 
smith work but: ‘the meeting so far as numbers was concerned was a 
complete failure, and, in consequence of the leading men of the trade 
being absent, it was considered prudent in the meantime to take no 
action in the matter’. Among the food processing trades meetings 
were frequent, as responses in pricing structures were necessary relative 
to changes in the cost of agricultural produce. In Auchterarder in 1870, 
for example, there was a meeting of master bakers ‘to consider what was 
advisable to be done as to the present rise in the price of flour’. 
However, it seems that this joint action was carried out without any 
formal association. For the most part these small businesspeople only 
came together when circumstances demanded it. A particular instance 
of this was the formation of associations in response to the threat posed 
by the Arrestment of Wages Act of 1870. Arrestment of wages allowed 
a creditor to detain goods, effects or wages until the debt was paid off. 
In some areas the law was used to force payment for goods sold on 
credit by tradespeople or shopkeepers. The new Act of 1870 increased 
the amount of the debtor’s wages which were not liable to arrest to 20s. 
per week. The Act created considerable alarm among the trades- 
people and shopkeepers of lowland Perthshire. In July the Trade Pro- 
tection Association of Blairgowrie discussed the Act as a subject ‘of 
importance and interest’, and by December it was stated that ‘every 
small community has done something in the matter’. In Methven that 
year a meeting of tradesmen and merchants deliberated: ‘as to the best 
means of defending themselves against the effect of the [Act] . . . the 
meeting resolved to form themselves into an association for their mutual 
protection’. The master tailors seem to have been one of the few 
groups of businessmen to join in a formal organisation. In 1867 in 
Coupar Angus: ‘a meeting of the master tailors of this district was held 
in the Royal Hotel. There was a good attendance and it was unani- 
mously resolved to form a local Association for their mutual benefit.’ 
At a meeting the following year, a deputation from the Carse of 
Gowrie Master Tailors’ Protection Society explained its constitution, 
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following which the Strathmore delegates agreed to form a similar 
society. Thus the Strathmore Master Tailors’ Mutual Trade Protection 
Society (MTMTPS) was formed and held two meetings in 1869. The 
membership of the Society was drawn from villages and market towns 
throughout the region.™ At the January meeting, the names of ‘bad 
customers’ were discussed and ‘several rules adopted for the guidance of 
the members of the Association’. The May meeting standardised the 
sending out of accounts for payment to Whitsunday and Martinmas. In 
1871 the Strathmore MTMTPS discussed the Wages Arrestment Act 
and decided ‘to give no further credit to parties protected by the Act’. 
Later in the same year the Society’s annual meeting was followed by a 
social in the form of a picnic at Methven Castle. By 1872 the tailors had 
further developed their organisation as the Strathmore MTMTPS 
merged with the Carse of Gowrie association to form the Strathmore 
and Carse of Gowrie Master Tailors’ Protection Association. Its annual 
business meeting was followed by a picnic and social at Glamis Castle.© 

Thus in rural lowland Perthshire the involvement of master trades- 
men in formal organisation was similar to that identified on a national 
scale. Formal organisation was limited and the associations remained 
local. Action was generally taken in response to specific issues. The 
focus of action was particular economic issues and lacked any political 
perspective. Though at times organisation was in response to the prob- 
lems posed by the working classes (such as the abuse of credit) there was 
no organisation against the larger bourgeoisie. Interpretations of the 
lack of organisation among these groups have highlighted the intro- 
spective way of life of the small producers, the vulnerability of the small 
enterprise and the fact that its problems and the options for improve- 
ment tended to be individualised, rather than requiring general 
solutions around which interests could be grouped.© 


vil 


Craft production in this area throughout the period under consideration 
was characterised by its micro- and small-scale nature. Employee num- 
bers were small, and independent businesspeople were common. The 
sequestration material points to the existence of a stratum of firms which 
overlapped with wage labour at one extreme, and shaded into the realm 
of established business at the other. For this group of firms low levels of 
capital were employed and there was a great deal of occupational 
mobility. Family labour was often utilised on an unpaid basis. 

The small-scale nature of the units of production combined with their 
unspecialised products meant that they were unable to control more 


48 BUSINESS HISTORY 


than a limited local market. All these features have been noted for 
small-scale businesses in other sectors in Britain.” For small, under- 
capitalised firms, the overhead costs of marketing over a larger area 
were difficult to meet, and increased the level of risk involved in the 
business. Where markets for a particular product or service were too 
small, total specialisation of production was not possible, as has been 
demonstrated for rural England.© This factor affected possible income 
levels — in some cases little more than the equivalent of a skilled 
employee’s wage which partly necessitated the following of multiple 
occupations. The need to avoid seasonal under- or unemployment, the 
low level of competition in small rural settlements which allowed a 
variety of business opportunities and the need to diversify activity to 
maintain income all led to the pursuit of different forms of income and 
the blurring of distinctions between production and retailing. It may 
also have represented an opportunity to preserve a measure of indepen- 
dence in the face of contract and dependence on credit from larger 
merchants and manufacturers. The individual and often family-oriented 
nature of such production helps in part to explain the lack of formal 
organisation among such producers (the experience of the tailors seems 
to have been distinct from other groups in this area — see below). For the 
owners of these more marginal firms, a high proportion of whom were 
recruited from journeymen, the move to being a small businessperson 
may not have represented much of a move out of the social world of the 
working class, thus creating less affinity with the world of business.” 

Various pieces of evidence also point to a small-scale but viable and 
stable level of enterprise. Some of these firms were able to expand 
considerably and became nationally or even internationally famous for 
their products. Levels of capitalisation must have been higher, and 
stability and higher social status more assured. Organisations such as the 
Strathmore and Carse of Gowrie Master Tailors’ Protection Association 
may well have been composed of the better established members of the 
business community. One purpose of the associations formed by the 
credit drapers of Scotland over the same period was to stress standards 
of business and to project a ‘respectable’ image, specifically to dis- 
tinguish themselves from the ‘less respectable’ packmen and hawkers.” 
Another factor may have been that Strathmore and the Carse of Gowrie 
were largely agricultural districts where demand for the services of 
tailors from relatively isolated farmers and farm workers was high, 
producing a locally strong tailoring sector, though this does not help 
explain the different experience of other trades, even the other clothing 
trades. Movement from independent master to small capitalist was still a 
possibility for a few. 
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This distinction within the small business sector was certainly noted 
by contemporaries. Of the population of Alyth in 1835 it was stated 
that: ‘with the exception of a few Master manufacturers and tradesmen 
and of the better class of shopkeepers . . . a few resident proprietors 
... and farmers . . . they are almost all of the poor and working class’. 
The county and market towns contained ‘the various grades of society: 
the county families, the merchant skippers, the more genteel trades- 
people, the little professional coteries . . . the respectable tradesfolk, 
and so on’.”! In social terms the small business community showed 
considerable gradation within the group reflecting their varying econ- 
omic characteristics. 

The small producers of lowland Perthshire had many similarities to 
other small businesspeople throughout Britain and Europe. Though 
they formed a group with a degree of internal diversity, they were an 
important presence in the rural economy and society. An understanding 
of their role is aided by a greater knowledge of the basic economic 
features of this sector. Such information forms the basis for wider 
investigations of the changing position of the small business community 
in response to industrialisation and agrarian change. In turn these will 
allow a greater understanding of its role in production and social 
formation. 
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Henry Demarest Lloyd and Business Ethics 
in Late Nineteenth- and Early Twentieth- 
Century America 


MICHAEL J. TURNER 
University of Hull 


The purpose of this article is to describe and elucidate the ideas and 
activities of Henry Demarest Lloyd (1847-1903). The focus will be on 
Lloyd’s moralistic approach to social and economic problems, and 
particularly his concern to redeem America and promote a ‘New 
Conscience’. In an age of rapid social and economic transformation, 
Lloyd rejected contemporary celebrations of individualism, self- 
reliance, laissez-faire and the cult of success. He believed that American 
society was not working well and that it was wrong to place any trust in 
self-serving dogmas dressed up as universal truths. Critics such as Lloyd 
articulated the hopes and fears of those who felt left out, those who 
were unable to share in the ‘American Promise’ of a better future, those 
who were being denied rights, opportunities and material comforts. 
Lloyd spoke up for these people, and shared the same concerns and 
opinions that motivated many other prominent social commentators. 
He also entered into an alliance with American labour, as well as writing 
and lecturing ceaselessly against the most harmful practices of 
corporations. 

In all of these activities Lloyd based himself on firm ethical premises. 
This article will trace the development of his moral code and reformist 
spirit. It will illustrate two important points which have not been ade- 
quately emphasised elsewhere: that Lloyd’s political views and reform 
activity cannot properly be understood without an appreciation of the 
moral and religious premises of his outlook, and that — though far from 
neglected — his significance as a reformer and as a commentator on 
American society is probably greater than has generally been recog- 
nised. Not only did he strengthen, assist and participate in many social 
movements and reform campaigns in his own day, but he inspired and 
provided an example for social critics and reformers of later decades. In 
his ideas and in his conduct, he was a faithful representative of the most 
important concerns and aspirations of disaffected Americans in the late 
nineteenth and early twentieth centuries. 

After some introductory remarks about Lloyd’s activities, and an 
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examination of the main influences shaping his early career, this article 
will define the basic components of his creed, place his activity and 
thought in their proper context and finally assess Lloyd’s significance 
and legacy. 


0 


Though he had always interested himself in a wide variety of contem- 
porary social problems, the mature Lloyd’s attention was chiefly 
devoted to labour issues and the trust question. Deeply concerned about 
the dignity and welfare of the wage-earner, Lloyd was eager to promote 
the greater independence of workers, and saw the labour movement as 
an effective agent for reform and a nurturing ground for social brother- 
hood and the ‘New Conscience’. These ideas and interests shaped many 
of his speeches and essays. But his best known work is Wealth against 
Commonwealth (1894), which focused on the rise of Standard Oil. 
Lloyd’s consideration of the trust problem had begun in his younger 
days, but never did his principles and objections receive clearer ex- 
pression than in this publication. A masterful exercise in complaint and 
exposure, Wealth against Commonwealth provides some of Lloyd’s 
definitive statements on combinations, monopolies and unfair business 
practices. His ideas about these aberrations were shaped by his concern 
for the greater social good, and he became the able advocate of regulat- 
ive reforms that would restrict the damage done by selfishness and 
materialism. 

In his later years Lloyd continued to write about the ethical basis of a 
new and better America. This had been his concern all along. His 
central recurring theme was that reform begins within men, that moral 
change is the essential basis of all lasting and beneficial social improve- 
ment. Lloyd wanted a return to, or the establishment of, a superior 
ethical code rooted in the Christian principle that man should love his 
neighbour as himself. Lloyd stressed the need for brotherhood, unity 
and co-operation. As he saw it, the establishment of this ‘social love’ 
and the rise of the ‘New Conscience’ provided the only hope for genuine 
progress. They were the signposts pointing the way towards the true 
America. 

How had the mature Lloyd come to these conclusions? The early 
formative influences which helped to shape Lloyd’s reformist creed were 
his family background, education, membership of the Free Trade 
League, and journalistic endeavours before and after he joined the 
Chicago Tribune in 1872.1 

Reared in an atmosphere of staunch, conservative Calvinism, and 
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subjected to a rigorous patriarchal regime in the New York City home of 
his authoritarian grandfather, Lloyd began to eschew this discipline in 
his early teens. He abandoned the family pew of the Middle Dutch 
Church in Lafayette Square for Henry Ward Beecher’s Plymouth 
Church in Brooklyn, taking with him some serious misgivings about the 
doctrine of man’s innate depravity. Exposure to Beecher’s liberal theo- 
logy deepened these doubts about seemingly outmoded Calvinist pre- 
cepts. This development in matters of faith coincided with important 
developments in matters of intellect. From 1863 Lloyd attended 
Columbia College. He developed his literary talents, read widely in 
history and public affairs, and involved himself in student politics. He 
was strongly influenced by his Columbia professor Francis Lieber, a 
liberal German philosopher and historian. Lieber preached a political 
economy combining law, ethics and patrician reform, and stressed that 
the best government was one that could balance individual with social 
needs. Lloyd imbibed this principle, and also gained from Lieber a 
serviceable and enduring idea of civic duty.” 

In 1869 Lloyd left Columbia Law School, having passed the New 
York bar examination. This same year saw him join the Free Trade 
League, a body formed in 1864 to press for reforms while advancing the 
interests of New York’s importing and shipping businesses. Lloyd soon 
became the assistant secretary of the League. He wrote propaganda, 
lectured and edited the Free Trader, while reading voraciously and 
deepening his interest in American history and orthodox political econ- 
omy. He was also sociable, mixing with businessmen, journalists and 
public men in educated liberal circles. In 1871 he involved himself in the 
successful campaign of the Municipal Reform Association, helping to 
rally reform Democrats in New York against ‘Boss’ Tweed’s corrupt 
local government machine. Lloyd also participated in the attempt to 
promote a revolt within the Republican Party against the rotten regime 
of President Grant and the party spoilsmen. His skills as a propagandist 
were put to full use when the ‘Liberal’ Republicans planned a conven- 
tion in Cincinnati to nominate their own presidential candidate. Lloyd 
attacked tariffs, monopolies and the spoils system. He advocated civil 
service reform, a sound currency, proportional representation and espe- 
cially free trade. As one of the New York free trade delegates at 
Cincinnati, Lloyd withdrew in disgust when negotiations among the 
power brokers of the groups in the anti-Grant alliance resulted in the 
nomination of the protectionist Horace Greeley. He returned to New 
York with enhanced prestige, having stuck to his principles, and an 
established reputation as a genuine and energetic reformer.’ 

Honest and energetic, Lloyd was also extremely ambitious. What he 
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wanted after the disappointment of Cincinnati was an opening in journa- 
lism, a chance to establish himself in that profession, and the indepen- 
dence to give full expression to his reformist opinions. Sceptical about 
party politics, not least because nothing was being done about the real 
needs of the people in a rapidly changing society, Lloyd had faith in an 
older patrician notion of an alliance between an informed citizenry and 
a non-partisan, limited government of the best men. Hence he put 
principle above party (especially after the Cincinnati debacle), and 
combined old Jeffersonian idealism* with a presentist concern about the 
meaning of America, its origins, progress and future. He was becoming 
more deeply interested in the causes of contemporary social, economic 
and political malaise. In later years, moreover, many former ‘Liberal’ 
Republicans responded to America’s social problems by siding with 
employers rather than labour. Lloyd was to be a notable exception. 

Determined to secure personal independence and to follow a journa- 
listic career, Lloyd was fortunate that his previous tariff reform activities 
in the Midwest had led to a meeting with the wealthy Chicago publisher 
William Bross. In 1872 Lloyd was taken onto the editorial staff of the 
liberal Chicago Tribune, of which Bross was a major shareholder. Lloyd 
was to be associated with the paper for the next 13 years, but his 
relations with his immediate superiors were never very cordial. He was 
too independent and radical for their liking. Bross also disapproved of 
some of Lloyd’s views on theology and the developing labour move- 
ment. Though Lloyd married Bross’s daughter Jessie in 1873, and 
though it was Bross who brought Lloyd into Chicago’s patrician circles, 
their friendship deteriorated. Bross was particularly annoyed by his 
son-in-law’s attempts to establish himself with his own, more uncom- 
promisingly liberal, newspaper.” 

Although frustrating and difficult at times, Lloyd’s years at the 
Chicago Tribune provided formative educational experiences and made 
him increasingly famous. He remained the active and committed 
reformer, familiarising himself with pertinent facts and theories, and 
became a busy, accomplished lecturer. On the newspaper he used what 
freedom of expression he had to the utmost, rejecting orthodox theo- 
logy in favour of commonsense morality, integrity and the ‘religion of 
unselfish obligation’.© He also began to attack orthodox economics. 
Reconsidering his earlier position, he decided that Cobdenism and 
laissez-faire were mistaken responses to America’s economic problems. 
One of his most condemnatory essays on orthodox political economy 
appeared in the Atlantic Monthly in July 1882. Lloyd insisted that the 
‘truths’ advanced by Smith, Ricardo, Mill and Cobden did not qualify as 
a science. Following Ruskin and Emerson (and accepting their roman- 
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tic, humanist misgivings about the new industrial order), he denounced 
orthodox principles as destructive and argued that the best political 
economy was ‘the care and culture of men’. Orthodox political economy 
had claimed to reconcile self-interest with the harmony of interests, yet 
in America its narrow dogmas had led only to confusion, struggle and 
the enrichment of the few. Its settled ‘truths’ were not facts at all, but 
hypotheses, and their supposed logic left no place for compassion. 
Orthodox economists lacked heart and soul, and their theories were 
used to excuse combinations, monopolies and outrageous disparities in 
the distribution of wealth and influence. Orthodox political economy 
was a system of ‘plunder’ and ‘assassination’, and had no morality 
behind it whatsoever. This was Lloyd’s main complaint: the system 
lacked moral foundations. To work, and to be acceptable, an economic 
system had to have such foundations.’ 

It is clear from this that, by his early thirties, Lloyd had consciously 
rejected both orthodox political economy and Calvinist predestination 
and innate depravity doctrine. This breakthrough had wide intellectual 
and practical ramifications, not least because it was a necessary pre- 
requisite for the rise of social Christianity and the formation of the 
Social Gospel movement. Both indicated the desire to create the 
Kingdom of God on earth by using the principles of the historical Jesus 
to solve contemporary social problems.’ Lloyd was instrumental in 
strengthening this current of reform opinion. 

A general distaste for questionable business methods, and a desire for 
legitimate trade based on actual supply, quality and market require- 
ments, led Lloyd to consider closely the conduct of big businessmen and 
to champion specific reforms that would regulate it. Influenced by the 
1877 railroad strikes and riots, and conscious of the Chicago region’s 
investment in and economic dependence on the railroads, Lloyd became 
an outspoken advocate of railroad regulation. This was also an issue on 
which he could release all his pent-up concern about business ethics and 
the exercise of political and economic power. As an anti-monopolist, 
indeed, Lloyd was bound to attack railroad combinations. He accused 
such ‘robber barons’ as Gould, Vanderbilt and their creatures of making 
secret deals to manipulate stocks, divert traffic and keep freight rates at 
excessive levels. Then he spent the early 1880s urging Congress to fix a 
maximum rate for rail transportation. He believed that rates should be 
changed only at stated intervals, and condemned the system which could 
permit shorter hauls to cost more than longer ones and men who 
enjoyed ‘great and valuable public franchises’ to use their monopolies 
for the ‘oppression’ of those who furnished their business. Lloyd wanted 
the establishment of a regulatory body akin to the British railway 
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commission. In the face of counter-propaganda he continued to con- 
demn the railway magnates who cared nothing about the accidents on 
their lines, who manipulated state governments and ‘purchased’ US 
Senators, who used Congress in their wars against competitors, schemed 
to secure federal land grants, ignored the needs and well-being of 
shippers and workers, and exercised behind-the-scenes control of news- 
papers which clothed their sordid activities in acceptable garb. Lloyd 
was at the forefront of the agitation for government action, and his 
revelations strengthened the case for national railroad regulation and 
the revocation of land grants. As Congress procrastinated, Lloyd 
pointed to the influence enjoyed there by such huge combinations as 
Standard Oil and the rail, lumber and cattle syndicates.° 

One of the most important of Lloyd’s magazine articles from this 
period was ‘Lords of Industry’, which appeared in the North American 
Review in June 1884. This essay dealt with combinations and their 
leaders, men who prevented competition and controlled output, prices 
and wages to the detriment of all workers and consumers. They were 
engaged, indeed, in a conspiracy against the nation. They made war on 
companies that refused to join them. They would only be stopped, 
Lloyd insisted, when society compelled a social use of its resources. 
Frenzied and unsupervised competition had proved disastrous, and new 
regulatory laws were needed. So was a new social ‘righteousness’. Lloyd 
wanted moral reform and advocated institutions that could promote it, 
especially labour codes and anti-trust laws. Now was the time, he said, 
for the moralist and patriot to take over. American liberty could only be 
restored with the replacement of ‘competitive trade’ by ‘competitive 


morals’ .!° 


Ill 


In 1885 Lloyd left the Chicago Tribune.'' He was 37 years old. By this 
time he had worked out the main aspects of his reformist creed, made 
clear in his Chicago Tribune articles, his lectures, notebooks, and such 
essays as “The Story of a Great Monopoly’ (his attack on Standard Oil 
which appeared in the Atlantic Monthly in March 1881).'? This creed 
was further elaborated in subsequent years, when Lloyd was more truly 
independent. What was needed above all, he decided, was the ‘New 
Conscience’. The clearest statement of what Lloyd meant by this came 
in a lecture he delivered before Chicago’s Ethical Culture Society in 
February 1888. He linked radical reform with ethical revival and 
declared that both were necessary if true liberty and self-realisation 
were to be possible for each citizen. Americans had to abolish the 
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system and the philosophy that had produced slums, business excesses, 
14-hour days, a million unemployed, sweatshops, the prostitution of 
workers’ daughters and a range of other indicators of social decay. 
Lloyd railed against ‘money power’, which was destroying competition 
and controlling ‘liberties’, and identified the labour movement as an 
agent for the great cause of ‘civilisation’. The worker was a person, nota 
commodity. Lloyd spoke of ‘Brothers in Industry’ and again rejected 
orthodox economic theory, individual self-interest and the ‘false society’ 
resting on it. Monopoly meant slavery, which could be ended for good if 
Americans would redirect their minds and energies according to the 
impulse of brotherhood, if they would allow God to work and grow 
within both the individual and society. This would lead to emancipation 
from tyranny and to the reconciliation of social classes. Lloyd empha- 
sised that a social wrong was a moral wrong, that all social questions 
were really religious questions. He wanted to bring about a conversion 
to his ‘New Church’ in which value was placed on ‘the deed as well as 
the creed’. Good ideas and good conduct would strengthen each other 
and produce a combined patrician and popular crusade, which would 
usher in a new order based on social virtue and the general welfare. 

John L. Thomas has accurately described Lloyd as more of a moralist 
than an economist or historian." It is significant that Lloyd was to be 
remembered by some admirers more for his moral stance than for 
anything else. When three collections of his essays were published 
posthumously in 1909-10, reviewers emphasised Lloyd’s intelligence, 
sarcasm, dignity and clear-sightedness, but even more his earnestness, 
moral purpose and ‘unselfish ardour for human rights and justice’. 
Lloyd’s moralism is also emphasised by Charles and Mary Beard, who 
regard him as an important contributor to the American idea of ‘civilisa- 
tion’. For Lloyd, ‘civilisation’ meant the reciprocal service of all men, 
the fusion of Christian ethics and economic cooperation, the triumph of 
brotherhood and the social welfare over selfish individual interests, and 
the safeguarding of the republic from the corrupting influence of ‘money 
power’. In Lloyd’s view, the measure of ‘civilisation’ was how far the 
genuine brotherhood of commonwealth had developed.'© One of the 
reasons why he so admired such figures as Italian patriot Giuseppe 
Mazzini and British socialist William Morris was that he found in them 
an appealing idealism and a superior, well-developed sense of fellow- 
ship and humanity.!” His respect for them also strengthened his roman- 
tic and humanist distaste for aspects of the new industrial order. 

In his notebooks in the mid-1880s Lloyd worked out his ideas for the 
redemption of America. He believed that the chief problem was ‘econ- 
omic centralisation’ — that is, the concentration of wealth, economic 
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power and influence in the hands of a minority. Among the possible 
solutions to this problem, Lloyd decided, were the licensing of trades, 
government ownership of transportation and communications, the 
municipalisation of public utilities and the reform of legal procedures. 
In his notebooks he also elaborated schemes for the establishment of 
guilds to supervise employment contracts, legal protection for the 
unskilled (and the appointment of a government official with responsi- 
bility for this), and tax reforms that would make corporations and 
investors pay a larger share of the national burdens. After much con- 
sideration Lloyd concluded that the key requirement was to use the 
state, but he did not see the state as some impersonal entity. Rather, it 
was a moral collectivity, much like the ‘people’ or the ‘community’. It 
could bind Americans together. Based on this idea, that the state should 
be both an ethical grouping and an instrument of the popular will, Lloyd 
advocated practical reforms that would mark a departure from orthodox 
political economy, and a civic religion that would encompass instinctive 
loyalty and collective conscience, and so be more than simply an identi- 
fication of private with public interests. 1’ 

Lloyd thought that a measure of administrative centralisation was 
necessary to cure the maladies resulting from ‘economic centralisation’. 
He was no totalitarian, however, and the centralisation he favoured was 
of a distinct character ~ benevolent, enabling and beneficial rather than 
sinister or authoritarian. He was not an anti-individualist. In the 1890s 
he was to explain ‘collective action’ in the following way: ‘Our task is 
not to destroy the individual or his self-interest, both of which are 
sacred, but to set over against it, in the composition of forces, society 
and a social self-interest.° In 1902 Lloyd was to argue that sound 
personal development came through communion with others, and that 
true individualism required opportunity, development and equality for 
all. Men had to serve each other, have contact with each other and act 
on their sense of humanity. Distance and isolation produced weak, 
underdeveloped individuals. True democracy required an outlet for the 
faculties of all men, and the ‘secret of individualism’ was clear: 


It gets by giving, and the keynote of its highest possibilities is that 
all shall give and so all shall get of their best — reciprocity made 
universal in the only way it can be made universal by social 
organisation.” 


The ideal of reciprocity enabled Lloyd to nullify any apparent tension 

between individual and social interests. He conceived of them as one. 
Lloyd’s vision was rooted in his humanism and altruism, his romantic 

evaluation of mankind, his observation of his society and knowledge of 
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the contemporary economic situation, his view of what Christianity and 
democracy should mean, and his belief in the need to realise good 
intentions, to focus on the best ideals and work out practical methods 
for implementing them. He had undergone a long education through the 
1870s and 1880s. He had travelled and researched widely, across 
America and also in Europe (in 1885 he met several leading British 
reformers and socialists). He had read history and philosophy and 
developed a taste for romantic arguments against modern injustices, 
especially those of Emerson, Carlyle and Ruskin. He had seen that 
concentrated wealth posed threats to republican democracy, that cor- 
rective regulation was necessary, and that states as well as individuals 
had to do right and resist wrong. He looked to a community of interests, 
to the moral force he knew existed in men, a force the Social Darwinists 
seemed to have ignored. He had decided that orthodox political econ- 
omy strengthened greed, and that this problem of acquisitive individua- 
lism could only now be solved by an extension of Christian ethics into 
business: economic doctrines and practices should be concerned with 
human welfare. Thus Lloyd’s system was basically a limited statism that 
reserved wide areas for individual enterprise while guiding it away from 
anti-social courses. Lloyd became the archetypal muckraker though, 
and probably more of a destructive than a constructive force. He was 
better at exposing and condemning than formulating practicable reform 
programmes, even though he was certainly interested in the latter. In 
the 1880s and early 1890s Lloyd advanced further down the road that 
would lead to his most famous work, Wealth against Commonwealth, 
the culmination of the emotional and intellectual journey he had 
embarked upon in his teens. 


IV 


Lloyd was not the only talented analyst of the contemporary scene who 
expressed concern about the way American society was developing. 
Other writers expressed similar ideas, and like Lloyd argued against 
received orthodoxies. A brief examination of this wider context will aid 
an understanding of Lloyd’s thought and an appreciation of his import- 
ant contribution. 

Social and economic change was fostering uncertainty and fear of the 
unknown; Americans were wondering how they should act and think 
now that established ways of life seemed to be disappearing.” Many 
social commentators identified the big businessman as a catalyst, the key 
symbol of the new social order, but opinions differed as to whether he 
was an agent of good or evil. Contemporary and subsequent writers 
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could regard the big businessman as economically necessary and as a 
representative of the public spirit, or as a greedy and malevolent ‘robber 
baron’. How the rise of the big businessman related to American 
individualism, and to such ideals as the self-made man, equal laws, 
freedom of opportunity, careers open to all and just rewards for thrift, 
honesty and hard work, was also a matter of dispute. There were plenty 
of able and willing spokesmen who defended the big businessman. To 
them, business success was a thing to be glorified: it indicated those 
qualities that were most laudable in an individual and a society. Steel 
magnate Andrew Carnegie became an articulate spokesman for the cult 
of success, as well as its epitome.” Yale sociologist William Graham 
Sumner provided moral and intellectual justification for the possessors 
of wealth, condemned government intervention and sarcastically dis- 
missed the idea of a new social religion. With Sumner, the main tenets 
of Social Darwinism and laissez-faire political economy found perhaps 
their clearest and strongest expression.” 

But many Americans were unconvinced by the rigid certainties of 
fashionable theories and saw in their society the signs of malady rather 
than good health. Lloyd was as convinced an individualist as Sumner, 
but Lloyd’s individualism was of a different character. The individua- 
lism he favoured was an ethically guided one. He would have regarded 
Sumner’s as an imperfect and corrupt individualism, an individualism 
left in a selfish, irresponsible condition and not raised to a higher plane. 
Reformers such as Lloyd were no doubt as enthusiastic as Carnegie 
about the entrepreneurial ideal. It was good for men to be industrious 
and energetic, to chase success and be able to take advantage of careers 
open to talent. But was the rise of big business not casting doubts on the 
feasibility of individual entrepreneurship? The gospel of hard work, 
frugality and perseverance no longer seemed realistic to social reformers 
who lamented that honesty in business and success in business did not go 
hand in hand. Society had to be reconstructed. The entrepreneurial 
ideal was being thwarted by big business, especially the trusts, which 
destroyed competition and ruined smaller concerns. Lloyd saw this 
clearly enough. So did William Dean Howells, who dealt with greed, 
moral deterioration and a range of tangible social ills in his A Hazard of 
New Fortunes (1890). Howells and Lloyd were not dissimilar in outlook, 
and it was in the Atlantic Monthly — which Howells edited — that Lloyd’s 
‘The Story of a Great Monopoly’ first appeared in March 1881. Lloyd 
could not have disagreed very much with the premises and conclusions 
of A Hazard of New Fortunes. The idealism, the sense of a coming 
crisis, the longing for community spirit and other aspects of the lost 
America, the appreciation of the effects of excessive individualism and 
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of the serious need for reforms, the recognition of the distress and 
increasing hopelessness of the poor, the notion of good and bad stan- 
dards and competing systems of morals — all can be found as easily in 
Lloyd’s work as in the realist fiction of Howells. The two men were 
fellow-travellers, and equally as moralistic and judgemental in their 
approaches.” 

Of course, Lloyd was not alone in expressing the need for reforms in 
moralistic and religious terms. Edward Bellamy’s ‘Religion of 
Solidarity’ was a call for and a description of necessary moral regener- 
ation that was characteristic of this age.” The liberal-minded clergymen 
who involved themselves in reform movements or wrote social commen- 
taries also tended to relate social questions to Christian ethics. That men 
should try to imitate Jesus was the view of Congregationalist minister 
Charles M. Sheldon, a Social Gospel leader and best-selling religious 
author. Sheldon stressed the social responsibility of every individual, 
regarded the overcoming of selfishness as the cardinal requirement, 
applied a clear moral formula to social problems (‘What would Jesus 
do?’), and attempted to cement the link between beliefs and behaviour. 
Indeed, his real concern was moral decision-making, based on Biblical 
and community support, and leading to evangelism and social work.?’ 
Lloyd’s moralistic approach to social and economic issues was very 
much a part of the ‘What would Jesus do?’ trend in contemporary social 
analysis.” 

This kind of insistence on the need to obey strict moral imperatives 
can be related to many reformers’ own search for a solid faith and 
emotional fulfilment. George D. Herron, a self-styled enemy of selfish- 
ness, answered an emphatic ‘Yes’ to the question ‘Am I my brother’s 
keeper?’ Richard Ely rejected laissez-faire for a Christian political 
economy stressing generous brotherhood; critics accused him of turning 
the American Economic Association (established in 1885) into a church. 
For Jane Addams, religious habits and impulses shaped a desire to do 
good works and led to the establishment of Hull House in 1889. The 
Social Gospel movement as a whole, even if it was partly a result of its 
participants’ concern about their own role and status (as Richard 
Hofstadter would have us believe), was also the offspring of moral 
idealism and a disinterested desire to help others.” It is true that 
reformers who failed to move beyond a religious and idealistic frame of 
mind were likely to remain rhetorical and ineffectual, but Lloyd’s 
significance rests partly on his ability to evade this pitfall. Though 
he was always strongly moralistic in his principles and pronouncements, 
he was committed to the formulation of realistic political programmes. 
If Lloyd’s ideas were shared by many others, moreover, very few could 
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match him for persistence, commitment, participation in reform agi- 
tation and the quality of his literary output. 


Vv 


Lloyd was extremely active between his departure from the Chicago 
Tribune (1885) and the publication of Wealth against Commonwealth in 
1894. He joined in the clemency movement for the Haymarket anar- 
chists, whom he regarded as scapegoats,” and continued working on 
lectures and articles. This activity brought him into closer contact with 
labour leaders, and earned him the displeasure of William Bross and 
other former friends in the Chicago patriciate. But his popularity with 
wage-earners and forward-looking businessmen, clergy, lawyers and 
journalists was increasing. He developed his by now familiar themes of 
social justice, brotherly love and welfare economics in such articles as 
that on child labour for a May 1887 edition of Knights of Labour.*! 
Lloyd increasingly co-operated with the movements of organised 
labour, religious liberals, farmers and middle-class reformers for a 
better society. He left organisational leadership to others, but offered 
advice and assistance when he could. The gregarious Lloyd had built up 
a large circle of colleagues and correspondents, a network of reform 
alliances that continued to grow in these years. A lover of society and 
debate, he made his Winnetka home (north of Chicago, to which he 
moved in 1878) an open house, constantly entertaining reformers of 
varying opinions and social backgrounds. He frequently engaged in 
active co-operation with his friends, as in the National Reform Union. 
The impressive roll-call of participants included Lloyd, Herron, 
Governor Hazen Pingree of Michigan, John Commons, Ely, Eugene 
Debs, Graham Taylor, Governor John Altgeld of Illinois, Jane Addams 
and Mayor Samuel ‘Golden Rule’ Jones of Toledo. Many other influen- 
tial figures acknowledged their admiration for and debt to Lloyd, among 
them Frances Taylor, the temperance campaigner and ally of organised 
labour, and of course William Dean Howells.*? 

One of the most important matters to which Lloyd gave his attention 
after leaving the Chicago Tribune was the Spring Valley lockout and 
strike of 1889-90. Lloyd visited the northern Hlinois mining town in 
September 1889, when the dispute had already been underway for some 
months. He was very interested in its causes, not least because the 
president of the Spring Valley Coal Company was a Gould lieutenant, 
W.M. Scott. What Lloyd found was a mining community faced with 
ruin because of excessive production, falling coal prices and wage 
reductions. Scott had cut wages by 60 per cent; arbitrators had 
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recommended only 7.5 per cent as a justifiable reduction. Lloyd dis- 
covered that Scott had previously brought in more miners than were 
needed so that he could better manipulate wages and control the local 
community. Other operators had agreed to a set wage policy, but not 
Scott, and Lloyd’s condemnation of his antisocial entrepreneurship 
received wide publicity. In 1890 Lloyd published a history of the strug- 
gle, A Strike of Millionaires against Miners, which ran into a second 
edition. Lloyd was now moving even closer to those on the left wing of 
the Social Gospel movement, men such as J.O.S. Huntingdon, the New 
York Episcopalian minister and social radical with whom Lloyd co- 
operated during the Spring Valley controversy. Lloyd stepped up his 
support for labour organisations and attacked the new Sherman Anti- 
Trust Act, which was really the ‘Anti-Trades Union Law’ because it 
facilitated judicial restraint of labour organisations. He attended many 
reform conferences, supported the move to get Chicago’s Health 
Department to investigate sweatshops, joined in campaigns for Illinois 
state social legislation (a factory act was secured in 1893), sat on a local 
committee that aimed to find work for the jobless, urged reformist 
groups to work together, and helped to plan the labour, co-operative 
and single tax congresses at the 1893 World’s Columbian Exposition in 
Chicago. Lloyd was also co-operating with leaders of the American 
Federation of Labor (AFL) at this time, and trying to influence the 
Populists to commit themselves to a labour~agrarian alliance. But his 
efforts along these lines through 1893-94 were unsuccessful. The 
Populist leaders eventually subordinated their radical programme to 
free silverism, and the AFL leadership rejected economic collectivisa- 
tion. Lloyd condemned the compromises of the Populists (‘If the 
People’s Party ... is not a revolution, it is nothing’), and hoped he 
could persuade labour leaders to adopt a more radical stance in future.** 

Lloyd had a great deal of faith in the labour movement. As he told a 
Chicago audience on 4 July 1889: 


In the labour movement are to be seen the germs of a new, better 
civilisation, growing slowly and painfully to maturity in the breast 
of the old . . . The labour movement is not a fanaticism. It is an 
effort to cure a fanaticism — the fanaticism of money-making, the 
mania of the markets. 


Movements like that for the eight-hour day were to be welcomed and 
supported, said Lloyd. They were designed to introduce a ‘new faith’, to 
put consent at the centre of economic affairs and social relations, and 
to correct the evils of a business world ‘gone mad with competition’. 
The labour movement was trying to halt the decline of civilisation, to 
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strengthen brotherhood and true morality, to end ‘the superstitions and 
sins of the market’ and the poverty ‘which is the fruit of those sins’. ‘It is 
the most religious movement of the day’, Lloyd explained. The trade 
union preached mutual sacrifice and protection. It was a means of 
ending ‘social cannibalism’ and class conflict, because it represented old 
and cherished American ideals: brotherhood, justice, property, free- 
dom.*4 Lloyd continued to praise and encourage the labour movement 
in his speeches and articles through the 1890s.*° In these, he pointed to 
the labour movement as the most obvious and appropriate means 
available for the realisation of his ‘New Conscience’, and used events 
and subjects relating to trade unions to condemn prevalent wrongs and 
illustrate the kind of society he hoped America would become. Perhaps 
the most important of these matters was the imprisonment of the 
railway workers’ leader Eugene Debs, which followed the Pullman 
strike of 1894.76 

Though Lloyd was eager to promote meaningful worker unity, his 
speeches and essays never properly addressed one of the most important 
obstacles to such a goal — ethnic differences. This is surprising in view of 
his familiarity with Chicago, one of America’s fastest growing industrial 
cities and the home to increasing numbers of Irish, German, 
Scandinavian and East European immigrants. Perhaps Lloyd did not yet 
have a specific answer to the problem of ethnic division. Yet it would be 
unfair to accuse him of ignoring it for this reason. He did not under- 
estimate the struggle facing America’s redeemers, but genuinely 
believed that the impulse towards social love that existed in all men 
(whatever their differences) would eventually win through. 

In addition to his moral idealism, Lloyd’s view of the labour move- 
ment was also shaped by his commitment to personal independence. He 
himself strived for it, and he was anxious to help others strive for it too. 
This reflects the influence of the old Jeffersonian ideal linking indepen- 
dence with the dignity and manliness of the individual. As Jefferson had 
done, Lloyd doubted the security of political liberty in societies where 
one man could be economically beholden to another. Dependence was 
un-American, and yet dependence was a salient feature of the new 
industrial order.’ The industrial way of life tested the American ideal of 
independence, self-sufficiency and personal advancement based on 
effort and talent. As a condition, moreover, wage labour was a contra- 
diction of ‘free labour ideology’.** That ideal, and the promise of 
personal advancement and independence it involved, began to seem 
outdated. Lowered self-esteem and a sense of increasing degradation 
were among the main characteristics of labour during the Gilded Age. A 
permanent class of wage-earners did not fit in with ‘republican enligh- 
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tenment and progress’. Advancing technology also brought about a 
change in the social distribution of knowledge. One result of mechanisa- 
tion was the transfer of technical know-how from workers to 
machines.°? American workers were concerned about all these things, 
and Lloyd sympathised with them. Threats to their dignity, citizenship, 
living standards and future well-being made Lloyd as angry and anxious 
as they themselves were. He applauded labour’s efforts to protect itself, 
and saw in the labour movement an agent for beneficial social change.*° 
It was primarily in the labour movement that Lloyd detected the poten- 
tial for a better America in which a truer independence would exist 
alongside a truer sociability, in a more ‘civilised’, equal, just and broth- 
erly social and economic order. 


VI 


Not unrelated to the labour question, and equally as important, was the 
trust problem. Lloyd’s main contribution to the literature on this prob- 
lem, Wealth against Commonwealth, was probably his best work, and 
certainly the centrepiece of his long and active career. Bringing the full 
force of his moral imperatives and economic theories to bear on his 
subject, Lloyd typified what had gone wrong with America by focusing 
on the greatest social malignancy he could find. Only by uncovering a 
problem in all its ugliness and depth, he reasoned, could he help in the 
construction of the better society. Wealth against Commonwealth was an 
open attack on John D. Rockefeller and Standard Oil, the most power- 
ful industrial combination of the day. Lloyd had already investigated 
railroad favouritism and industrial monopolies, and was convinced that 
anti-trust legislation had been almost useless. The time was right for a 
detailed exposure of the greatest trust of all, and for a substantial 
advance on Lloyd’s previous writings on Standard Oil. Conversations 
with friends strengthened him in his conviction that he should attempt to 
write a definitive reference book that would lay bare the whole rotten 
economic system. As he told the Buffalo refiner C.B. Matthews in a 
letter of 20 May 1889, he would write an accurate history of Standard 
Oil’s monopoly ‘as the most characteristic thing in our business civilisa- 
tion . . . the most threatening for the future’.*! The book was finally 
published in September 1894, after over five years of research, corre- 
spondence and reading. 

Lloyd wanted to warn his readers of impending crisis, and his Wealth 
against Commonwealth is characterised by effective epigram, genuine 
moral conviction and considerable rage. According to Lloyd, Standard 
Oil rose to dominate every business it entered into because it was a 
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corrupt, manipulating, selfish and immoral organisation. It had ruined 
individuals and small communities, distorted market trends, made 
secret deals with the railroads, gained refineries and pipelines through 
the most sordid of pressure tactics, engaged in sabotage plots against 
competitors, ‘bought’ judges and legislators, sold unsafe products and 
obstructed all official investigations into its affairs. Lloyd had a large 
stock of documented accusations against Standard Oil, and used them to 
great effect. Then, towards the end of the book, he reflected on the 
wider implications of Standard Oil’s activities.** What seemed clear to 
him was that combinations and monopolies had not been working in the 
public interest. Lloyd highlighted one of the greatest tragedies of the 
American economic system, that competition had killed competition, 
making corporations greater than the state. It was obvious that industry 
and monopoly could not live together, and that liberty and monopoly 
could not live together. Lloyd appealed for the institutionalising of a 
new self-interest, true brotherhood, and its introduction into business. 
He looked forward to the disappearance of pauperism and ‘millionair- 
ism’, each as wretched as the other, and reformation in both the private 
and public spheres. Self-help and government regulation would go hand 
in hand, as Americans accepted the need for legislative action while 
recognising that government could not be depended upon to do 
everything. 

There can be no doubting the influence Lloyd’s book had in his own 
day. This is not to deny, however, that its validity and impact have not 
been the subject of disagreement among historians. Lloyd’s defender-in- 
chief has been Chester Destler, who is perhaps as great a moralist as 
Lloyd was, and hence not unbiased. Allan Nevins has dismissed many of 
Lloyd’s accusations against Standard Oil. Some commentators have 
given a more dispassionate appraisal of Lloyd’s work on Standard Oil,“ 
while for John L. Thomas the significant feature of Wealth against 
Commonwealth is its nostalgia for a lost America.” Thomas may have 
exaggerated this aspect of Lloyd’s thought. Lloyd’s book is only partly a 
lamentation about the destruction of free competition and free markets 
which he and others believed had existed before the advent of Standard 
Oil. But as well as ‘reaching back’ as Thomas suggests, Lloyd was also 
looking forward. He certainly made use of an idealised past for the 
purposes of polemic and self-reassurance, and he did believe in such a 
past, but these facts do not make his Wealth against Commonwealth any 
less of a tract for its times. And in his own era Lloyd’s book did have a 
considerable effect. He won converts, but more importantly he stimu- 
lated debate (even though his book sold only 8,000 copies in the decade 
after its publication).*° Wealth against Commonwealth was welcomed by 
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economists, literary reviewers, businessmen, lawyers, labour and popu- 
list groups, and religious and ethical periodicals. Clergymen began to 
invite Lloyd to speak in their churches. Lloyd’s revelations about 
Standard Oil’s rise confirmed Social Gospel leader Washington Gladden 
in his dislike for ‘ill-gotten gains’. Soon after the publication of Wealth 
against Commonwealth, Gladden wrote the article ‘Tainted Money’ for 
The Outlook (30 November 1895) and stressed the evil of obtaining 
wealth by wrong. Later, in 1905, when the Congregational Church 
accepted $100,000 from Rockefeller for foreign missions, Gladden 
protested and aroused great controversy by asserting that no church 
could be respected if it ‘accepts the Standard Oil Company as its 
yokefellow’. 

Predictably, much of the condemnation of Lloyd’s book was spon- 
sored by Standard Oil. No legal action was ever taken against Lloyd, 
which might be suggestive, but various other methods were employed 
to discredit his work. Many unfavourable reviews were published, and 
counter-accusations were levelled at Lloyd’s heroes, the independent 
oilmen. Lloyd engaged in the controversy wholeheartedly, publishing 
replies and defending his previous arguments. Standard Oil’s solicitor 
and spokesman S.C.T. Dodd publicly stated that Lloyd had suppressed 
facts. Lloyd invited Dodd to reveal what these facts were, but Dodd 
declined. An attempt to bring Lloyd and Rockefeller together for a 
public debate fell through in 1896, because of Rockefeller’s refusal. 
Lloyd continued to write on trusts through the 1890s and was also 
involved in the investigations of the US Industrial Commission in 1898- 
1900. M.L. Lockwood of the Anti-Trust League used Wealth against 
Commonwealth for some of his testimony, while John D. Archbold 
(Vice-President of the Standard Oil Company of New York) accused 
Ohio refiner George Rice of attempting to blackmail Standard Oil and 
suggested that Lloyd was implicated in this matter. Lloyd supported 
Rice’s arguments and challenged Archbold to provide proof of the 
alleged attempted blackmail. 

Perhaps because they felt they had been damaged by some of the 
evidence presented to the Industrial Commission, and by the arguments 
of Lloyd and others, Standard’s leaders decided to have their testimony 
and that of their employees published in a separate volume — ‘as an 
answer to many of the current falsehoods which are always the penalty 
of success’.*? The appearance of this volume at the end of the 1890s 
indicates that the view of Williamson and Daum, that Standard’s leaders 
did not reply to Lloyd because of their traditional vege? | and confi- 
dence in their combination’s invulnerability, is mistaken.» Standard’s 
leaders were replying to Lloyd in their testimonies before the Industrial 
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Commission. Even if most of them did not mention Lloyd by name, they 
were replying indirectly. One of the main reasons why they felt they had 
to defend themselves was the publication of Wealth against Common- 
wealth. Archbold mentioned Lloyd by name, and denounced his book 
specifically, just as Dodd had done a few years before Standard’s leaders 
gave evidence to the Industrial Commission. 

While continuing to write about corrective economic policies and 
social welfare measures after the publication of Wealth against 
Commonwealth, Lloyd was also planning to put together a book on 
religion. He prepared a great deal of material in his notebooks during 
the last ten years of his life, but much of this was only published after his 
death. The posthumous collection Man the Social Creator (1906) 
contains the clearest and most comprehensive statement of his views on 
moral regeneration and its relationship to practical reforms. Most of 
these essays stress association, humanity and reciprocity. Drawing on 
his vast knowledge, his compassion, reason, religious faith and econ- 
omic theory, and using examples from American and European history 
and the ideas of philosophers stretching from Plato and Aristotle 
through to Emerson and Carlyle, Lloyd presented a coherent and 
detailed account of his moral code and political economy. These essays 
provide powerful statements of his favoured themes, particularly the 
view that ‘all are cut short when one is cut short.” 

The last few years of Lloyd’s life saw no decline in his activism and 
importance. He remained a leading authority on combinations, mono- 
polies and labour relations. His continuing enthusiasm for any practical 
steps that might facilitate the rise of the ‘New Conscience’ led him to 
associate himself more closely with the co-operative movement.” He 
continued his travels and research, and in 1902 assisted the leaders of 
the United Mine Workers in the arbitration to settle the anthracite coal 
strike in eastern Pennsylvania.” Lloyd was also interested in nascent 
American socialism during his later years, though he never officially 
joined the Socialist Party. He did admire and co-operate with Debs and 
other socialist leaders, but disagreed with them on important points. 
Lloyd could not regard the ‘proletariat’ as the same as or superior to the 
‘people’, and doubted the validity of a ‘class’ movement. He still pre- 
ferred the ideal of a Christian brotherhood, and continued to favour a 
mixed rather than a state-controlled economy. In his final months, 
moreover, he was offended by the socialist leaders’ refusal to join in the 
Chicago campaign to municipalise the local transit system. This was the 
last public campaign with which Lloyd was associated. 

Another of Lloyd’s activities in his final years was to help the writer 
Ida Tarbell prepare for her book The History of the Standard Oil 
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Company. Concerned that she should have full access to all relevant 
sources, and that she should not be misled, Lloyd gave her his notes and 
spoke with her at length about her project." Tarbell’s history owes 
much to Lloyd’s earlier work, and the two are strikingly similar in 
important respects. Tarbell’s facts and moral premises were virtually the 
same as Lloyd’s, and Tarbell’s book certainly cannot be considered 
impartial. To her, the producers and independents were representa- 
tives of a morally superior economic order, while Standard Oil was the 
violator of fair play. Tarbell did not really go beyond this judgemental 
stance, but perhaps it was the book’s very moralism that made it a 
success. 

This can also be said of Lloyd’s Wealth against Commonwealth. Lloyd 
made an effective, emotive appeal for the extension of Christian ethics 
into economic relations. He was one of the most influential and 
outspoken opponents of the manner in which the American capitalist 
economy was developing. But did his moralism compromise the practi- 
cability of the reforms he proposed? Was his analysis realistic? Chester 
Destler seems to think so, and not only realistic but of enduring rel- 
evance. Destler’s Henry Demarest Lloyd and the Empire of Reform 
insists that Lloyd was the most important forerunner of the 
Progressives, a prophet and the influential oracle — if not the originator — 
of much of the Progressives’ programme and ideology. Destler’s view of 
Lloyd as a major theorist who — in analysing his own society — worked 
out a realistic democratic philosophy for the twentieth century, has not 
gone unchallenged. Robert Wiebe prefers to regard Lloyd’s vision as 
belonging specifically to his own generation, and sees him as a Victorian 
gentleman who was shocked by industrial development and large cor- 
porations, convinced of man’s inherent goodness, and concerned about 
a coming social crisis. Lloyd envisioned a new Christian brotherhood 
and lost direction when this did not emerge. To Wiebe, Lloyd died after 
his dream had already passed from vogue.” This is a sound view, up to a 
point. There was indeed an element of drift about Lloyd’s last years, at 
least until he found a new cause to take up (that of the United Mine 
Workers). It should also be stated that Destler assumes rather than 
effectively demonstrates Lloyd’s relevance to later reform movements, 
and that John L. Thomas has made a strong opposing case for viewing 
Lloyd as essentially a backward-looking reformer who was nostalgic for 
a lost America. Yet Lloyd’s concerns were also decidedly modern, and 
it cannot be denied that some of his principles and reform proposals 
were shared by later social commentators and reformers. Later writers 
may have wanted to do something about corporations and monopolies 
for slightly different reasons, but Lloyd was nevertheless an important 


72 BUSINESS HISTORY 


participant in the general trend of opinion along these lines. So in a real 
sense he was a precursor. Williamson and Daum are justified in seeing 
Lloyd as the bridge between the first wave of anti-trust sentiment (which 
ended around 1892), and the second wave in the Progressive era. In the 
1890s Lloyd had no strong reform movement to lead, no vehicle for 
effective action, but in the early twentieth century the muckrakers had 
influence over the Progressives. To Williamson and Daum, this is the 
main difference between the two waves.”? 

There is at least one important similarity between Lloyd’s ideology 
and that of Herbert Croly, the influential advocate of Progressive 
reform. Though there was a fundamental difference between the two on 
the relevance of the Jeffersonian tradition and the propriety of centrali- 
sation,” Croly’s view of combinations was not too far removed from 
Lloyd’s. In his The Promise of American Life (1909), Croly argued that 
recent social and economic developments — especially the concentration 
of wealth — had endangered the ‘American Promise’ of a better future. 
As Lloyd had done, Croly pointed to the alliance of industrial combi- 
nations and the railroad companies as a salient feature of an increasingly 
unjust economic system. Croly made it clear that he was not out to 
interfere with corporations any more than was necessary: the federal 
government should do nothing that would affect their business or harm 
their efficiency. But reforms were needed to curb the corporations’ 
antisocial activities. Like Lloyd, Croly was in favour of public service 
capitalism. If ‘Progressivism’ can be defined as an attempt to use judi- 
cious regulation to bring about a harmony between public and private 
interests, and a realisation that society could not function automatically 
anymore because of contemporary economic developments, then Lloyd 
was clearly an early ‘Progressive’. He was also in some ways a fore- 
runner of the ‘Young American’ cultural critics, notably Randolph 
Bourne. Indeed, he was closer to leftist and communitarian progressives 
like Jane Addams and Bourne than he was to Croly. Certainly Lloyd 
would have approved of Bourne’s commitment to community and the 
small-town past, his stress on mutuality and the personal rather than 
public sphere, his view of the state as an ethical union, his dislike for 
commerce and self-interest, his protest against the monotonous and 
joyless work in the new factories, and especially his ideal of a decentra- 
lised economy of small groups.°! Lloyd and later Bourne were both 
alarmed because success no longer had any moral meaning or content. 

The concern about combinations and monopolies, and advocacy of 
corrective reforms, were not confined to muckraking journalists or 
cultural critics in the ten to 15 years after Lloyd’s death. An increasing 
number of academics wrote books on combinations in America, dealing 
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not only with their historical development and economic influence but 
also their future implications. Occasionally these academics would 
advocate reforms. Notable examples are H.R. Mussey (New York 
University) who wrote on monopolies in iron mining, and Eliot Jones 
(lowa State University) who investigated the anthracite coal combi- 
nation. Though both authors were not as uncompromising as Lloyd had 
been, their books do resemble Wealth against Commonwealth in their 
detailed description of a developing combination, their account of its 
methods and effects, and their opinion that the contemporary economic 
system could not be expected to work well by itself and without reason- 
able intervention. One of the most significant things about Lloyd is 
that he set an agenda. He had undoubted influence on subsequent 
investigations of economic affairs, and contributed to the burgeoning 
interest in combinations and monopolies. Even if later writers did not 
share his moralistic point of view, they could still benefit from the 
avenues of inquiry he had opened up and be influenced by the standards 
he had set for detailed research and effective prose. It does not seem 
unreasonable to state that certain ideas expressed by writers such as 
Croly, Bourne, Mussey and Jones were strongly influenced by the 
earlier contributions of Henry Demarest Lloyd. In a wider sense, it is 
clear that modern American liberalism has been informed by the 
optimistic and ethical aspects of the Social Gospel and Progressive 
movements. These two transforming, deep-seated phenomena were tied 
together, and Lloyd played a role in both of them. Many later 
Progressives were influenced by him, and in his own day he shaped and, 
in spirit, belonged to the Social Gospel movement. 


VO 


Lloyd’s influence outlived him. He died in September 1903 after a long 
and distinguished career as muckraker, workers’ champion, trust baiter 
and moralistic reformer. The key aspect of his liberal creed was the 
desire to decentralise the economy, and to achieve this end Lloyd 
evolved an eclectic and changing programme of reforms, political and 
economic as well as moral and redemptive. By the end of his life he 
represented an American form of local democracy and limited socia- 
lism, rooted in three important spiritual and ideological inclinations: the 
Jeffersonian principle that power should be distributed and not concen- 
trated, a millenarian Protestant evangelicalism directed towards the 
reformation of society in readiness for Christ’s return (a movement that 
was not church- or dogma-based), and the traditional celebration of 
old, harmonious communities with their independent citizens, superior 
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morality, producer co-operation and strong sense of loyalty and 
brotherhood. Above all else, perhaps, Lloyd was a romantic. He be- 
lieved in the goodness of man. Back in his teens he had rejected 
Calvinism’s innate depravity doctrine, and throughout his public career 
he constantly demanded and looked forward to changes that would 
enable men to be good (or, in some cases, make them good). His focus 
on the business ethics of his time was inevitable, since it was the activity 
of the corporate leaders and monopolisers that represented the greatest 
obstacle to the building of the better society, the rise of the ‘New 
Conscience’, and the freeing of citizens so that they could act and 
interact as God had intended them to. 
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Historical research has shown great variations in the systems of manage- 
ment education in different Western nations.' These variations have 
been connected to differences in economic development between differ- 
ent nations. One well-known example of such a connection is the 
literature on how the organisation of higher education is held partially 
responsible for the slower economic growth in France and Britain than 
in Germany during the second industrial revolution. According to 
Robert Locke’s comparative studies on management education, 
Germany ~ unlike the two other nations — developed an educational 
system which complemented modern entrepreneurial activity, and 
which proved very important for German economic expansion during 
the second industrial revolution.” Studies on recent shifts in inter- 
national industrial leadership also identify management education as 
one explanatory factor. Aldcroft, for example, critically examines the 
role of management education and training in his book on education 
and economic growth in Britain.? Aaronson, in a study of the Graduate 
School of Business at Columbia University and Harvard Business 
School, suggests that American business schools have a co-responsibility 
for the declining competitiveness of the United States during the last 
decades.“ 

Tf it is true that differences in the systems of education are important 
for understanding how the economic relationships between nations have 
changed, a major research effort should be undertaken to elaborate 
descriptions of, and theories on, the differences in educational systems. 
More knowledge on how these systems influence economic performance 
is also needed. 

This article describes the Norwegian system of management edu- 
cation and training before World War II as a system different from 
the main European systems. The study focuses especially on how 
Norwegian managers compensated for deficiencies in the educational 
system by travelling abroad. It also discusses the relationship between 
the strong foreign dimension to the educational system and the 
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Norwegian industrial development, as well as how this foreign influence 
contributed to the formation of the Norwegian system of higher business 
education before World War II. 


II 


In his comparative studies on the history of management education, 
Locke has shown the great variations between the systems of education 
in Germany, France and Britain. Before World War II these countries 
represented three different European systems of business education, as 
well as three different systems of higher technical education. 

Germany had, from the end of the 1890s, several Handelshoch- 
schulen, which followed the strong scientific tradition of the universities; 
a tradition also found in the technical Hochschulen. Business econ- 
omics, developed out of accounting, was the main subject. In France, 
business education, like technical education, was also mainly developed 
in separate institutions, in the grandes écoles, and not within the 
universities. But the French schools lacked the German scientific tra- 
dition, and the core subject was mathematics rather than business 
economics. The French system of management education may also be 
described as an elitist system compared to the German.° 

British higher education, in contrast, more or less ignored manage- 
ment education. The opinion was that managers were born and not 
made. The British system of management education may be described 
asa ‘non-system’,’ though courses at university level existed. However, 
most attempts at establishing management education at university level 
failed due to resistance from the university and, not least, lack of 
support from the business community.’ 

The period from the end of the nineteenth century to World War II 
was characterised not only by differences in development between the 
largest economies, but also by the industrialisation of some smaller 
European countries. Although these countries were not able to compete 
in all fields of economic activity with the dominant economic nations, 
the growth processes in some of these countries proceeded even faster 
than in the leading industrial countries. As indicated in Table 1, this was 
the case in Scandinavia, especially in the inter-war period. 

Norway may be considered as a follower in the process of industriali- 
sation.° However, at the outbreak of World War I, manufacturing 
industry was well established as a leading sector in the Norwegian 
economy. In the decades around 1900 a few great industrial companies, 
like Norsk Hydro and Borregaard, were founded. Growth was 
especially strong in pulp and paper, mechanical engineering, and the 
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TABLE 1 


MOVEMENT IN GDP, ANNUAL DATA 1903-38 
(1913 = 100) 


1903 1908 1913 «1918 1923 «1928 1933 1938 


United Kingdom 84 87 100 113 95 109 109 133 
France 80 87 100 76 98 116 117 121 
Germany n 84 100 82 79 122 108 169 
United States 71 79 100 115 133 153 115 153 
Norway 74 83 100 96 125 145 172 208 
Sweden 70 83 100 92 117 145 153 193 


Source: A. Maddison, Phases of Caputalist Development (Oxford/New York, 1982), 
Appendix A. 


electrochemical and electrometallurgical industry. Generally speaking, 
economic development until 1920 was closely linked to the use of the 
country’s rich hydro-electric resources. 

During the 1920s and 1930s, Norwegian industry defended its position 
and developed as an engine of economic growth in spite of economic 
crises. In the 1930s growth was especially strong within small firms 
producing for the domestic market. At the outbreak of World War II, 
the Norwegian manufacturing sector consisted of heavy industries 
producing for the international market, and a mixture of different kinds 
of small firms producing mainly consumer goods for the home market. ° 

The strong economic growth in small industrial countries such as 
Norway makes these countries interesting as case studies of the relation- 
ship between educational systems and economic development. Norway 
had a very weak formal system of higher management and business 
education before World War I. The first business school (Handel- 
hochschule), the Norwegian School of Economics and Business 
Administration in Bergen, was not established until 1936.1! This meant 
that Norway got its first business school 20-25 years after the other 
Scandinavian countries — Sweden established its first business school in 
1909, and a second in 1923 — and more than 50 years after the first 
European business schools appeared.’? In fact, Stortinget (the 
Norwegian parliament) as early as 1917 decided to establish a school to 
support the expanding economy with business managers and white- 
collar workers of a new kind. But this plan floundered amidst the 
economic crisis of the 1920s, and it was postponed. As a result, the new 
school had no influence on economic life before World War II.” 

The impression of Norway as a latecomer in higher management 
education is strengthened by the unsuccessful attempt to create a chair 
in business administration and teach the students managerial subjects at 
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the Institute of Technology in Trondheim. The Institute was established 
in 1910 as a technical Hochschule of the German type. In 1921 Stortinget 
decided to establish a new chair and to introduce management in the 
curriculum. However, due to internal quarrels at the Institute as to 
whether they should appoint a professor with practical managerial 
experience in Norwegian industry or a foreigner with good academic 
qualifications, the professor was not appointed until 1936.4 

Nor did the University of Oslo, the only Norwegian university before 
1948, offer any management course. In 1906 the university introduced a 
degree in economics, but it did not offer any studies in business econ- 
omics to economics students until 1934, and the course mainly qualified 
them to work in public institutions.» 

Since Norway failed to establish any kind of formal higher manage- 
ment education until 1936, it can be asked whether the Norwegian 
system of management was a variant of the British model of ignoring 
management education. If it is true that the educational system had 
some responsibility for Britain’s declining competitiveness, should we 
not expect that the similar lack of institutions hampered economic 
development in Norway? 


HI 


The fact that the Norwegian system of business education was weakly 
developed did not mean that business managers did not have any 
relevant education at all. This article draws upon Dees infor- 
mation drawn from the Norwegian Who’s Who in Business.”* to provide 
a study of the education background of 300 of the country’s top business 
leaders in 1939. Of these, 100 are drawn from manufacturing industry, 
100 from banking and 100 from commerce. Most of them were educated 
between 1905 and 1920.1" The results of this study are shown in Table 2. 
It illustrates three main tendencies concerning the education and train- 
ing of Norwegian managers before World War IJ; first, the role of 
higher education institutions; second, the importance of education at 
secondary level; and, thirdly the importance of education and training 
abroad. 

Of the managers surveyed, seven per cent of those engaged in com- 
merce had a degree from a university or equivalent qualifications, and 
six per cent had taken short courses at university level without getting 
any degree. Twenty per cent of the bank managers had a degree from a 
university or other higher educational institutions; five per cent had 
taken shorter courses. As for industrial managers, 28 per cent had been 
educated at university level. 
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TABLE2 
THE EDUCATION OF 300 NORWEGIAN BUSINESS MANAGERS, 1939 
(MAIN EDUCATION) 
Level Type of Education Manufacturing 
industry Banking Commerce 
Technical education 
1 Vocational schools 
Practical training 13 (6) 0 4 
2 Technical schools 20 (6) 0 0 
3 Technical universities 22 (17) 0 0 
Economic/commercial education 
1 Commercial schools 9 16 32 
(Handelsskole) 
2 Secondary commercial schools 12 13 (2) 26 (2) 
(Handelsgymnas) 
Short commercial courses 0 11 (8) 12 (11) 
3 Business schools 0 1 (1) 1 (i) 
Courses at university level 0 5 (3) 6 (6) 
Others 
1 Classical and humanistic 
secondary school 3 7 3 
— first level (Realskole) 
2 Classical and humanistic 
secondary school 7 7 6 
— second level (Gymnas) 
Other secondary schools* 0 7 1 
3 Higher military education 3 3 0 
University studies** 6 16 6 
Unknown, or unspecified 
Level 1 or 2 8 14 3 
100 100 100 


Note: ( ) of whom were educated abroad. 
* Agricultural schools, teachers’ college, lower military education. 
** Mostly lawyers, 14 of 16 bank managers. 


Source: Biographical information in E. Hoffstad, Hvem er hvem 1 norsk næringsliv? 
(Oslo, 1939). 


The proportion of managers with higher education qualifications in 
industry seems to be on the same level as in Britain, although no directly 
comparable data is available. A study by Christine Shaw of 114 British 
entrepreneurs engaged in distribution and 73 in the steel industry taken 
from the Dictionary of Business Biography shows that 27 per cent of the 
entrepreneurs in the steel industry and 14 per cent of the entrepreneurs 
in distribution had some kind of formal university education.’® 
According to Rubinstein, who uses data prepared by Stanworth and 
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Giddens, 26 per cent of 70 chairmen of the largest British industrial 
(mainly manufacturing) companies between 1920 and 1939 had attended 
a university. 1’ 

However, what distinguished Norway from Britain is that most 
Norwegian managers with a university degree in manufacturing industry 
and commerce had a degree from a foreign institution. This will be 
discussed further below. Here it can be simply pointed out that only five 
of 22 managers with degrees from technical universities had degrees 
from the Norwegian Institute of Technology. This demonstrates the 
minor role that national higher educational institutions played in edu- 
cating business managers. There is one exception, and that is the 
Faculty of Law at the University of Oslo. Fourteen of 16 bank managers 
with a university degree had a degree in law from that university. 
However, among managers in manufacturing industry and commerce 
there were very few lawyers. Since almost every civil servant was 
recruited from the Faculty of Law,” there were, except for some bank 
managers, separate routes to the top in private companies and govern- 
mental institutions. 

Institutions at the secondary level may be one way to compensate for 
lack of higher education, and that was to some extent the case in 
Norway. After leaving primary school at the age of 14, those who 
wanted more education had several alternatives. One was to attend a 
realskole (a first level classical and humanistic secondary school) for two 
or three years, and after that study at a gymnas (second level) for three 
years. An exam certificate from a gymnas was required to study at the 
University of Oslo or at the Institute of Technology in Trondheim. 

Those who wanted a technical education could, following primary 
school, take several kinds of vocational education for one or two years, 
mainly in the evenings and combined with practical training. Those who 
passed an exam at a realskole could attend a technical school, and after 
two years graduate as a lower grade engineer. There was also a system 
of commercial education parallel to the system of technical education. 
Those who wanted a commercial education could attend a commercial 
school for six months or a year after primary school. Those who had 
passed an exam at a realskole could also study at a handelsgymnas 
(secondary commercial school) for two years. An exam certificate from 
a handelsgymnas did not qualify the holder for entrance to university — 
except for those taking economics at the University of Oslo and the 
Norwegian School of Economics and Business Administration after 
1936 — without taking extra courses at a gymnas.” At the beginning of 
the 1930s, 1,800 students graduated from Norwegian gymnas annually, 
750 from handelsgymnas, and 250 from technical schools.” 
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As can be seen from Table 2, technical schools at secondary level 
made an important contribution to the education of manufacturing 
managers. Twenty managers had a certificate from technical schools, 
five times as many as from the Institute of Technology which graduated 
half as many as the technical schools. However, what is more striking is 
the importance of the commercial schools and secondary commercial 
schools. Seventy per cent of the sample of managers within commer- 
cial firms had gone through one of these schools, or taken short 
commercial courses at secondary level. These schools also made a con- 
siderable contribution to the education of managers in banking and 
manufacturing. 

The secondary commercial school served as a substitute for a business 
school in a society without higher business education. The earliest 
commercial schools and earliest secondary commercial schools both 
dated from the 1870s and 1880s, which also was the case with the 
technical schools. Especially for managers of small companies the short 
courses in accounting and bookkeeping given by the commercial schools 
seem to have given a sufficient educational background. In general, the 
teachers at these schools had only passed an exam from a secondary 
commercial school. The teachers at secondary commercial schools were, 
however, better qualified. Besides accounting and bookkeeping, the 
students also had to read economics, law, foreign languages, and econ- 
omic history. Most of the teachers held a university degree. Some of 
them were also civil servants, lawyers, managers or middle-managers in 
different kinds of enterprises or governmental institutions, and they 
were only part-time teachers. This background made many teachers 
able to combine practical experience with theory in their teaching.” 


m 


Our sample of 300 managers contains both managers educated in 
Norway as well as those who had been working or studying in foreign 
countries. As shown in Table 3, more than 69 per cent of the managers 
within industry and commerce had studied or worked abroad. Among 
the bank managers, only one out of three had been abroad. The main 
reason was that lawyers were well represented amongst the bank 
managers, and lawyers seldom left to study or work abroad. 

The importance of the foreign dimension in the Norwegian system for 
management education is also striking if a closer examination is made 
of the educational background of the top managers in Norway’s ten 
largest industrial companies in 1936.” Eleven out of 16 managers were 
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TABLE 3 


300 NORWEGIAN BUSINESS MANAGERS, 1939: 
EDUCATION OR WORK EXPERIENCE FROM COUNTRIES OTHER 





THAN NORWAY 
Manufacturing 
industry Banking Commerce 

Education from other countries* 43 16 25 
Work experience abroad 
for more than one year 40 25 41 
Education and/or work 
experience abroad 63 36 60 
— of total 100 100 100 





Note: * This also includes managers with an essential part of their education from 
countries other than Norway, i.e., not only those with their main education from 
other countries. 


Source: Biographical information in E. Hoffstad, Hvem er hvem i norsk næringsliv? 
(Oslo, 1939). 


educated abroad. Seven of these 11 had degrees from technical insti- 
tutes at university level, one had a degree from a lower technical school, 
one from a business school at university level, and two had taken shorter 
courses abroad. A study of 7,800 Norwegian engineers educated be- 
tween 1901 and 1955 also shows that 40 per cent had work experience 
from foreign countries.” 

A combination of lower education in Norway with education or 
training abroad had a long tradition, and must be viewed in relation to 
the importance of export sectors such as shipping, fishing and wood- 
based industries within the Norwegian economy. From the eighteenth 
century, many Norwegian merchants sent their sons to foreign countries 
for an education in a commercial school or for training in an office or a 
combination of both. One of these was Johan Throne Holst, who in 
1887 at the age of 17 was sent to Hamburg by his father, a merchant 
from Trondheim. In Hamburg he attended Fr. Peter’s commercial 
school for three months, and then worked in three different companies 
with which his father did business. After one year he returned to 
Norway, founded Freia, which produced chocolate, and became one of 
the most successful industrialists in Norway. 

Johan Throne Holst travelled to Germany, and so did most of the 
industrial managers who went abroad to get an education in our sample. 
Unlike Holst, they sought a technical degree. Twenty-three managers 
had a degree from a foreign technical school or technical institution 
at university level; 19 had a degree from Germany, two from Glasgow, 
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one from the Massachusetts Institute of Technology, and one from 
Denmark. 

Germany also dominated as to work experience among industrial 
managers. Of 40 managers in manufacturing industry who had worked 
abroad, 14 had work experience from more than one country. 
Seventeen had worked in Germany, ten in the United States, nine in 
Britain, four in France, ten in other Scandinavian countries (six in 
Sweden and four in Denmark), and six in six other countries. 

While the manufacturing managers had gone abroad mainly to get a 
formal degree at a higher level, most of the managers in commercial 
firms had gone abroad to take shorter courses at a lower level. Of 18 
managers, ten had taken some kind of commercial education in more 
than one country. Twelve had been in Germany, nine in Britain, four in 
France, three in the United States, two in Sweden, two in Denmark, 
and three in other countries. Of 36 managers with work experience from 
other countries, 27 had worked in more than one country. While 
Germany dominated among managers in manufacturing industry, 
Britain dominated among managers in commercial companies. Twenty- 
eight had work experience with British companies, 21 from Germany, 
11 from France, six from the United States, two from Denmark, and 
two from Sweden. A few managers also had work experience in China, 
Brazil, Austria, Japan, Russia, Mexico, Belgium, and Spain. 

The strong links between foreign and domestic elements in the 
Norwegian system of management education must be considered a 
rational element in the Norwegian system. It seems that Norway devel- 
oped new institutions of education as they were needed. Since most of 
the sample were educated between 1905 and 1920, we may see a close 
connection between a considerable number of Norwegian students in 
foreign, higher technical institutes and the establishment of the 
Norwegian Institute of Technology in 1910. The demand for higher 
technical education accelerated the process of establishing the 
Norwegian institution.” 

However, there were few Norwegian students enrolled in foreign 
business schools, either before 1920 or in the inter-war years. This lack 
of interest in higher business education may probably be explained by 
the fact that business education still had a weak scientific basis, and it 
was not obvious for young people that higher business education was 
decisively superior compared to shorter courses. This lack of interest 
may also partly explain why the attempt to establish a Norwegian 
business school in 1917 failed. Since few studied at foreign business 
schools, and the old tradition of combining a lower education in Norway 
with shorter education and work experience abroad functioned well, the 
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attempt to establish the new business school lost momentum in the crisis 
years. Those who looked to Norway’s big brother in the east, Sweden, 
also noted that the Swedish business schools did not always manage to 
get enough students in the 1920s.”8 

As we can see, industrial managers had travelled to Germany where 
the system of technical education was most developed compared to 
other European countries. There was no such correlation between the 
educational system and the host countries in commercial education. The 
dominance of short courses and work experience indicates that achiev- 
ing practical skills in commercial activities and foreign languages were 
the most important motives behind their decision to travel abroad. 
Britain’s dominating position as host country also shows that historical 
trade relations mattered more than the quality of the formal educational 
system. 

The system of combining domestic and foreign elements in manage- 
ment education was mainly a system of transferring knowledge and 
skills to Norway, and qualifying abroad was a real contribution to the 
formation of Norwegian managerial skills. Those who had worked in 
foreign countries had been abroad for four years on average. 
Admittedly, some students, especially engineers, took advantage of 
opportunities abroad, and a sizeable number did not return to Norway. 
The main tendency, however, was to study abroad to qualify for jobs in 
Norway later in their careers. For example, a study of 124 candidates 
educated in 1922 from the secondary commercial school in Oslo shows 
that 49 studied or worked abroad after having finished school. But 39 of 
them returned to Norway after some years. 

Norway was not the only country that took advantage of the edu- 
cational systems and work possibilities in other countries to train future 
managers. Though Sweden developed institutions for business and tech- 
nical education earlier than Norway, the foreign dimension in the 
educational background of industry managers in the 1930s was as strong 
in Sweden as in Norway. A study by Sune Carlson shows that among 179 
industry managers in 1930, 45 per cent had been abroad for educational 
or work purposes.” Meiji Japan also sent many students abroad to 
qualify for managerial work from the 1870s.” However, the number of 
Norwegian students and workers in other countries no doubt made the 
Norwegian system of management education different from the ways 
managers were trained in Germany, Britain and France.” What did 
Norway gain from a system that combined domestic and foreign formal 
and informal educational institutions? This question may be answered in 
two ways. First, did the contact with other countries through individual 
students influence the formation of a national system of management 
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education when established? Second, is it possible to draw any con- 
clusion as to the relationship between studies and work experience 
abroad and economic performance? 


IV 


In general, Germany influenced the formation of both higher technical 
and business education in Norway, as well as in other Scandinavian 
countries. In 1910 the Norwegian Institute of Technology was estab- 
lished in Trondheim as a technical Hochschule of the German type. Two 
of the school’s first six professors were Germans. The other four were 
Norwegian, and at least three of them were educated in Germany.” In 
Sweden both the first business school in Stockholm (1909) and the 
second one in Gothenburg (1923) were strongly influenced by German 
business schools, and especially by the professor of business economics 
in Cologne, Eugen Schmalenbach.* 

When the Norwegian Parliament decided in 1917 to establish the first 
Norwegian business school in Bergen, the original plan for the new 
school was more or less a blueprint of a German business school. The 
successful implementation of the German model in Sweden obviously 
inspired her neighbour to follow the same path.** When the school was 
at last founded in 1936, it was mainly a business school of the German 
type, with some modifications that will be discussed below. The core 
subject was business economics, with different aspects of accounting, 
such as bookkeeping, charts of accounts, accounting theory, cost 
accounting and auditing, as the core. 

Norwegian engineers with a degree from Germany seem to have had 
some influence on the formation of the Institute of Technology, but 
the main reason why Norway chose a German model was a general 
admiration of German universities and higher education not only in 
technology, but in most fields of higher education.*’ But this was not the 
case in business education, where managers with an education or work 
experience from foreign countries had very little direct influence on the 
formation of the new business school. Most of the architects behind the 
first attempt in 1917 and the more successful attempt in 1936 were 
politicians or academics who had been in Germany on study tours to 
study business schools.** The direction set by the politicians and the 
academic community was strengthened by the first professor in business 
economics, Robert Kristensson from Sweden. He was a student of the 
first Swedish professor in business economics, Oscar Sillén, who again 
was a student of Eugen Schmalenbach in Cologne.°° 

As mentioned, the new school in Bergen showed some small 
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variations from the German business schools. These variations were 
also more the result of contributions from the Norwegian academic 
community than of managers educated abroad. At the Norwegian 
School of Economics and Business Administration economics acquired 
an especially strong position in the curriculum, which was due to the 
development of the subject at the University of Oslo. Norwegian 
scholars from the University, with Ragnar Frisch and Ingvar Wedervang 
as two of the main contributors, had developed economics in the 1930s 
as a strong discipline independent of German economics. Frisch concen- 
trated on econometrics. Wedervang, on the other hand, after a study 
trip to some leading American universities and business schools in 1930, 
concentrated more on research into questions of applied economics of 
interest to the business community. In 1936 he was appointed the first 
permanent president of the new business school in Bergen.” 

Another variation to the German model was a certain American 
influence. In 1936, 14 per cent of the textbooks and articles were 
American, and 30 per cent were German. Some 52 per cent were 
Swedish, mainly German books in Swedish translation, and four per 
cent Norwegian.“ The American texts were mainly in finance and 
accounting, but the students also read Fredrick Taylor’s Shop 
Management. Joachim Lehmkuhl, who was educated in the United 
States, and had introduced Taylor to the Norwegian business com- 
munity in 1920,*7 may have contributed to the American influence. 
However, the main reason for this influence was that Norwegian 
academics had begun to study the educational system in the United 
States. As mentioned, Wedervang visited that country in 1930. In 1937 a 
research fellow in business economics, Dag Coward, visited Harvard 
and the University of Chicago on a Rockefeller scholarship. Another 
reason was an increasing American influence on Swedish business 
schools, to which the Bergen school was closely linked. In 1917, 59 per 
cent of the textbooks in business economics at the business school in 
Stockholm were German, while 41 per cent were Scandinavian. No 
American textbooks were used. In 1936 only 23 per cent of the text- 
books were German, 42 per cent were Scandinavian, and 34 per cent 
American.“ 

To conclude, managers with an education or work experience from 
other countries had very little direct influence on the formation of 
higher Norwegian institutions for management education before World 
War II. We may therefore return to the relationship between studies 
and work experience abroad and economic performance. 
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The system of acquiring formal education and work experience abroad 
more than compensated for the lack of institutions in the Norwegian 
educational system. By travelling to Germany many industrial managers 
had acquired a formal technical education of high standard. Even 
though there is no general study of managerial styles in Norwegian 
industry before World War II, it can be assumed that German education 
influenced the way many manufacturing companies were managed. 
Besides the formal qualifications, the travellers also acquired skills and 
knowledge of foreign languages, cultures and customs from a great 
variety of countries. In general, these qualifications were useful for 
managers operating in a foreign market. However, further research 
needs to be done to establish whether managers developed different 
managerial styles corresponding to the country from which they had 
work experience. 

The system of transferring knowledge to Norway through study and 
work experience in other countries seems to have been especially im- 
portant in periods of economic growth. After the crisis years of the 
1920s and early 1930s, the Norwegian economy recovered strongly in 
the second half of the 1930s. The following 20 years were characterised 
by rapid economic growth, with the manufacturing sector as an engine 
of growth. Employment in manufacturing and mining increased from 
27.5 per cent of total employment in 1930 to 36 per cent in 1950. The 
growth occurred especially within new small enterprises.*° 

Several Norwegian historians have explained this growth in 
Schumpeterian terms by claiming that the economic crisis created entre- 
preneurs willing to take economic risks,*© but the educational dimension 
is virtually absent from these studies. If we look upon the Norwegian 
system of education as an isolated phenomenon consisting of only 
domestic institutions, there may not be any reason to consider the 
educational dimension. However, it may be argued that strong links to 
foreign countries compensated for the lack of domestic institutions in a 
way that made the educational system a significant contributor in the 
industrial growth process. Although there are few studies on this sub- 
ject, a number of ways that the system might have influenced the growth 
process can be suggested. 

The system of domestic—foreign education was mainly a circle begin- 
ning and ending in Norway after three to four years. It was also 
something more. Since some Norwegians remained in foreign countries 
for a longer time, or permanently, the system was also able to create 
reserves of competence that might be useful for Norway. Even Lange’s 
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study of Norwegian engineers in the United States shows that many 
engineers returned to Norway, especially between 1930 and 1935. Some 
of them had been working in the United States for several years, but the 
crash in 1929 made life uncertain, and they returned as experienced 
engineers to Norway. Lange argues convincingly that they must have 
had an important influence upon Norwegian industrial development in 
the beginning of the growth period. While 70 engineers returned from 
the United States to Norway in 1921-25, 79 in 1926-30, and 48 in 
1936-40, 167 returned in 1931-35.*” 

Another study shows that a considerable number of Norwegian engi- 
neers living in America were mobilised by the Norwegian government in 
exile during World War IJ to take part in the post-war planning of 
Norwegian industry.“ In that case the engineers’ competence was not 
transferred by migration. Nevertheless the example gives us a glimpse of 
the reserves of competence connected to Norwegian emigrants. Both 
examples illustrate how the United States gradually developed as the 
main contributor to the formation of the Norwegian management pro- 
fession, a tendency that was especially strong after World War II.*” 


VI 


Although the German system of business education was the main 
inspiration for the first Norwegian business school in 1936, the 
Norwegian system of management education before World War II 
should not be seen as a copy of the German model. Norway had in fact a 
specific system characterised by an efficient use of institutions in differ- 
ent foreign countries to train future managers. This system did not act as 
a brake on industrial development. On the contrary, the use of foreign 
institutions seems to have supplied the Norwegian economy with useful 
competences. Though the system of domestic educational institutions 
was weakly developed, Norway had in reality, and thanks to the foreign 
dimension, a strong and varied system of management education. The 
Norwegian case is, therefore, not an example of a correlation between a 
weakly developed system of educational institutions and strong 
economic growth. Rather the Norwegian experience strengthens the 
impression that the system of education plays a decisive role in the 
economic processes. 
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DEBATE 
Institutional Diversity in Overseas Enterprise: 
Explaining the Free-Standing Company 


MARK CASSON 
University of Reading 


Hennart! has recently offered an explanation of free-standing com- 
panies couched in terms of the theory of transaction costs. Free-standing 
companies accounted for a significant proportion of capital exports from 
Britain — particularly to Latin America, Africa and parts of Asia — in the 
period 1870-1914.7 According to Wilkins,* these companies ‘were 
registered in the United Kingdom and were established to do business 
typically in a single country abroad . . . Each usually operated a single 
economic activity overseas, but together they covered the economic 
spectrum . . . Each had a board of directors in Britain, charged with 
managing the overseas business’. Because free-standing firms were 
headquartered in one country but operated in another, they are 
regarded by Wilkins as multinational enterprises. Since they do not 
conform to the pattern of multinational activity exemplified by manu- 
facturing firms, however, they are perceived to challenge conventional 
theory. In particular they appear to challenge Vernon’s ‘product cycle’ 
theory’ and the early version of Dunning’s ‘eclectic’ theory,” in which 
the multinational transfers abroad a firm-specific competitive advantage 
which has first been developed at home. 

But do they challenge the more general internalisation theory too? 
Hennart argues that they do not. He says that competitive advantage is 
not internalised by the free-standing firm, but that the market for capital 
is internalised instead. He then attempts to explain exactly how the 
internalisation of the capital market is effected by the free-standing 
firm. This note suggests that while Hennart is correct to emphasise the 
power and generality of internalisation theory, he is wrong to reject 
the competitive advantage view. The key to understanding the free- 
standing company lies not in the distinction between competitive advan- 
tage and capital made by Hennart, but in the different nature of 
competitive advantages in manufacturing and property-related indus- 
tries. The limitations of conventional theory lie in its implicit orientation 
to manufacturing industry.° Free-standing companies were mainly con- 
cerned not with manufacturing, but with property development in its 
various manifestations. Once the general principle of internalisation is 
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applied to the specific issues of property development ~ including the 
specific nature of competitive advantage in the property-related indus- 
tries — the rationale for the free-standing firm is obvious. Hennart’s 
attempt to extend the principle of internalisation to the capital market is 
of only peripheral relevance.’ 


nt 


Although Wilkins claims that the free-standing companies spanned the 
economic spectrum, her evidence actually indicates a significant concen- 
tration on property-related industries. The projects financed by free- 
standing companies were mainly concerned with: 


(i) transport infrastructure: railway lines, ports, and so on; 

(ii) utilities: gas, electricity and water supply; 

(iii) primary-sector investments: sinking mines, creating plantations, 
drilling for oil; and 

(iv) urban development: hotels, offices, housing, and so on. 


There are exceptions, though, such as cotton and jute mills, which will 
be considered later. 

It is well known that the management of property, once it has been 
developed, calls for very different skills from the development process 
itself. Thus the development is often promoted by one company, and 
the operation of the completed property is managed by another. This is 
true today, for example, in the hotel industry: one firm develops the site 
and owns the building, while another runs the hotel — operating the 
reservation system, training and supervising the staff, and so on. In the 
nineteenth century, the development process was managed by the free- 
standing company, and the operations were managed by local interests. 
These interests might be a local branch of a managing agency whose 
senior partners were based in London. In the case of primary invest- 
ments whose output was exported, management might be undertaken 
by a local merchant house instead. Indeed, anticipating profits from 
such operations, partners in the managing agencies and merchant 
houses often played a leading role in the promotion of free-standing 
companies — especially in Asia (see below). 

In contrast to this, manufacturing industries tend to require rather 
similar skills in the initial investment phase and the subsequent oper- 
ational phase. For example, the key to successful initial investment 
often lies in good product design, while the key to continued success in 
subsequent operations lies in the continual improvement of this design 
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TABLE 1 


COMPARISON OF INTERNALISATION STRATEGIES IN MANUFACTURING AND 
PROPERTY-RELATED INDUSTRIES 


Sector 
Management of Manufacturing Property-related 
Initial investment phase Internal Internal 
Subsequent operations Internal External 


Note: The ‘externalisation’ of subsequent operations in property-related industries does 
not necessarily imply that the management of each subsequent operation is in the 
hands of a separate independent firm. Thus a firm endowed with special operating 
skills might well operate several property-related projects The market in these 
operating skills would then be internalised by the operating company. But because 
this company is entirely independent of the initial investor responsible for each 
project, the market in operating skills is external so far as the initial investor is 
concerned. Some of the multi-branch managing agencies may have been endowed 
with special operating skills of this kind. 


in the light of information fed back from production and marketing 
activities. Thus both initial investment and subsequent operation call 
for effective R & D. There is a difference, of course — initially it is the 
generic design that is important, whilst subsequently it is the refinement 
of different variants of this design, adapted to different local conditions, 
which is important instead. Nevertheless, both initially and sub- 
sequently it is the stream of competitive advantage generated by suc- 
cessful R & D, and the internalisation of the information flows 
connected with it, that is crucial to the firm. There is, therefore, little 
case in manufacturing for externalising the management of the sub- 
sequent operations. Because the skills required at each stage are so 
different in property development, however, it is very sensible to inter- 
nalise the first stage but to externalise the second. This allows different 
management teams to bring their particular expertise to bear on differ- 
ent stages of the project (see Table 1). 

In property development, the first stage of the project is particularly 
important. This is because property is a highly idiosyncratic asset. 
Unlike the machinery with which a typical factory is equipped, which is 
relatively standardised, divisible and mobile, a mine, plantation or 
railway is a highly customised asset which is indivisible and quite immo- 
bile. The design and layout must be tailored to the specificities of the 
site. Construction must normally take place on-site — unlike machinery, 
it is difficult to prefabricate the asset elsewhere and simply transport it 
to the site. Thus most of the labour and materials required for the 
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fabrication of the asset must be brought to the site — which is a major 
logistical operation. 

Just as in manufacturing, some construction work can be subcon- 
tracted, but the supervision of the subcontractor remains a major task. 
Because of hidden geological problems that may come to light, new 
political difficulties that may arise with a change of local regime, and so 
on, the continuation of the project must be kept under constant review. 
The initial phase of property development therefore requires a high 
quality of entrepreneurial judgement if it is to be carried out success- 
fully. It is this entrepreneurial judgement that is supplied by the free- 
standing firm. 

The specificities of a development project also explain why most free- 
standing companies have only one project. They did not normally 
evolve into major conglomerates with a family of projects because each 
project was so heterogeneous. Local knowledge of the site, of routes for 
construction traffic, and the attitudes of political leaders was important. 
So too was knowledge of the specialist skills offered by different firms of 
consulting engineers. In the case of export-oriented projects, this infor- 
mation needed to be combined with knowledge of overseas market 
conditions too. Thus each project required a unique synthesis of specia- 
lised knowledge to carry out the development process properly. While 
Hennart correctly emphasises the great riskiness of the free-standing 
companies’ projects, the really important point is that a unique combi- 
nation of skills was required to manage the risks and prevent them from 
becoming any greater than they had to be. 

Another reason why free-standing companies did not evolve into 
conglomerates was that individual investors did not need to buy shares 
in a conglomerate in order to diversify their risks. Given the low 
transaction costs of the London Stock Exchange, it was relatively easy 
to ‘buy the market’, by assembling a personal portfolio of shares in free- 
standing firms. The one-project free-standing company also allowed the 
more speculative shareholders to specialise in financing individual proj- 
ects about which they felt particularly knowledgeable themselves. 
Furthermore, the financial transparency afforded by the single-project 
form assured investors that profits on successful projects would not be 
wasted by the management on cross-subsidising unsuccessful ones. 

Compared to the initial investment phase, the routine operation of a 
completed project in the property sector requires very different skills. 
Typically (but not invariably) these skills are more modest. In contrast 
to manufacturing, the technology is often quite simple. In some cases 
the completed asset is simply divided into sub-units and rented out — in 
housing developments by the year, in hotels by the night, and so on. 
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This means that the management of routine operations can often be 
externalised to people lacking any proprietary skills. The publicly avail- 
able knowledge possessed by the average well-educated and experi- 
enced individual will suffice. 

This distinction between the very scarce skills required in the invest- 
ment phase and the more abundant skills used in the operating phase 
explains why the former skills were located in a major business centre 
such as London whilst the other skills were dispersed around the sites. 
The agglomeration of headquarters in London kept the specialists based 
in London fully utilised. They could switch from one project to another 
as one completed its investment phase and another started up. Thus the 
expertise of explorers, engineers, lawyers and bankers could be pooled 
in London in a manner that would have been impossible if everyone 
had been distributed around the colonies managing local operations 
instead.!° 

Proximity also helped to reduce transaction costs in the market for 
specialists through social networking. Specialists met at ordinary social 
events as well as on business assignments, and this assisted in making 
contacts and negotiating deals. Gossip provided a reputation mechan- 
ism which encouraged each specialist to behave with integrity.’’ This 
informal mechanism was reinforced by the reputation of British law. 
Specialists based in London were not only closer to investors for report- 
ing purposes — they were also more obviously ‘hostage’ to the legal 
system than they would have been if based in the outposts of the 
Empire, or beyond them. 

Managers in charge of routine operations do not need to be 
networked so intensively. Their competencies are more general, and 
therefore easier to appraise without recourse to second opinions. They 
do not need to socialise to strike new deals because they are kept fully 
occupied on a single job. In any case they cannot agglomerate so heavily 
because, given poor communications, they have to remain close to the 
site. Nevertheless informal social mechanisms still have an important 
role even in colonial outposts — recruitment from particular schools and 
particular ethnic groups ensured a degree of cultural homogeneity 
amongst the managers, and the resulting atmosphere of trust was rein- 
forced by the obligation to participate in local club life.’* 


I 


Not all property-related industries involve low-technology operations, 
however. Railways, utilities and mines have a continuing need for 
engineering expertise, and have to upgrade their equipment regularly to 
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achieve full efficiency. This expertise can be provided in two main ways. 
Either the free-standing company can extend its managerial involve- 
ment beyond the investment phase, or the management of the project 
can be vested in the hands of a firm which manages similar operations 
elsewhere. The former is most appropriate when the operational prob- 
lems are highly specific to the site, whilst the latter is more appropriate if 
the operational problems are generic. In the latter case, which is most 
common, economies of scope in operational skill will be maximised by 
placing the operation of several projects in the hands of the same 
specialised managing agency. If the projects are in different countries, 
this will generate a multinational managing agency. This is, in fact, 
exactly the kind of institution that evolved alongside the free-standing 
firm in a number of industries. 

Many managing agencies evolved out of merchant houses which in 
turn evolved out of commission houses. 1? The commission houses acted 
as marketing agents for British exporters and purchasing agents for 
British importers. As the parties began trading more on their own 
account, there was a strong incentive to improve the quality of their 
purchases by assuming management of the production process in under- 
developed economies. Because of the limited capital available to the 
partners it was advantageous to use management contracts, rather than 
to integrate backwards by outright purchase of the operations. In some 
cases, the local expatriate capital market was deep enough to provide 
the funds, supplemented by capital supplied by the indigenous landed 
elite.* Where capital requirements were heavy, however, the British 
market might be tapped instead. Friends, relatives and business 
partners in, say, London, Glasgow or Dundee would organise a flo- 
tation to procure the necessary funds. 

There are, therefore, two main differences between the multinational 
managing agency and the conventional multinational firm. The first is 
that the agency is typically a partnership, with senior partners having 
shares in the London offices and certain branches, and junior partners 
having shares in a single branch in which they are employed. The second 
is that the agency does not own the assets it manages, whereas the 
conventional multinational does. These two differences are linked. As 
indicated above, the fact that the managing agency is a partnership 
limits its access to capital, and prevents it issuing shares to buy outright 
the assets it controls. An agency pursuing organic expansion must 
therefore promote nominally independent companies which will own 
the assets it plans to manage instead. If it were fully incorporated, and 
issued its own equity, then it could use the funds from the equity issue to 
buy the assets outright. 
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The multinational managing agencies appear to have exploited two 
particular kinds of management skill. The first is a specific skill relating 
to a particular technology — for example the organisation of work and 
the procurement and maintenance of machinery in a textile mill. A 
managing agency might, for example, arrange for the export of second- 
hand machinery from Lancashire to India and its subsequent utilisation 
in an Indian mill. The initial investment would be organised through a 
free-standing company and the management of subsequent operations 
organised through a management contract with the free-standing com- 
pany’s mill. In contrast to the typical form of property development 
discussed above, this manufacturing investment probably requires 
greater skill in its operation than it does in its initial investment phase, 
which is why it is important to give explicit recognition to the role of the 
managing agency in the promotion of the free-standing firm. It is 
probably this kind of activity that explains the presence of cotton and 
jute mills in Wilkins’ population of free-standing firms, as noted earlier. 

Some managing agencies do not appear to have exploited specific 
skills of this kind. Their skills were of a more general kind — skills which 
all successful multinational managing agencies appear to have enjoyed 
to some degree. These are the skills of recruiting people with the right 
combination of academic achievement, social aptitude and physical 
strength to manage overseas operations successfully. Like the free- 
standing firms, they internalised a particular type of entrepreneurial 
judgement — not judgements about idiosyncratic problems arising in the 
initial investment phase, but judgements about the qualities required by 
managerial personnel, and about which potential recruits actually 
possessed them. 

It is, therefore, the role of managing agencies in exploiting their 
management skills whilst maintaining their partnership structure that 
explains the emergence of free-standing firms in manufacturing indus- 
tries. Rather than reconstitute themselves as corporations, the partners 
in the agency simply launched free-standing companies in conjunction 
with their business contacts in Britain in order to finance investment of a 
kind which an ordinary corporation could have funded through deben- 
ture finance. By avoiding corporate reconstruction it minimised trans- 
action costs in the short run. With the benefit of hindsight, though, it 
appears to have been a short-sighted strategy in the more technologi- 
cally progressive industries. 

The more significant is technology to the operation of the assets, the 
more serious is the failure to incorporate. Technological progress con- 
fronts the management with a succession of innovation decisions. 
Mistaken decisions will have a major impact on the value of the assets. 
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This strengthens the case for forcing the operator to carry all the equity 
risk once the assets have been created. It therefore favours the formal 
incorporation of the operating company and its outright acquisition of 
the assets that it manages. 

The incorporation of the operating company does not, though, imply 
that the company should integrate forward into the management of the 
initial investment process as well. So long as project management 
involves its own special risks, it may be advantageous to leave the 
development in the hands of a separate company. It does imply, how- 
ever, that once the initial phase has been completed, the operating 
company should buy out the investing company. This is, in fact, the way 
that most modern property development in high-technology activities is 
done. A special ‘free-standing’ company is formed — often financed as a 
consortium — which develops the property, operates it for a short period 
to train personnel, and then sells it to an indigenous company (often 
state-owned) which manages it independently thereafter. This is the 
‘build—operate—transfer’ system. The difference between this and the 
free-standing company system is simply that ownership of the assets is 
indigenised once the development is complete. (This was, in fact, the 
ultimate fate of a number of free-standing companies, whose assets were 
eventually nationalised by unsympathetic host governments — see 
below). 

Some managing agencies in technologically progressive industries 
made the transition to a conventional multinational by acquiring the 
assets they managed and others did not. In one respect, though, the 
multinational that resulted was not always conventional, for its British 
operations might consist simply of a headquarters office. All the physi- 
cal production of goods and services would be effected overseas. The 
British operation merely exported management services through the 
equity route. This produced what may be called the ‘expatriate multi- 
national’. This term does not, of course, signify that the firm relied on 
resident expatriate employees, but only that its operations, though 
controlled from home, were all located abroad. The overseas operations 
might span several countries and be highly integrated, unlike the oper- 
ations of the single-project free-standing firm. It is important not to 
confuse the expatriate multinational, which seems to have been quite 
common in banking and oil, with an ordinary free-standing company, as 
Wilkins and Hennart sometimes appear to do. While the expatriate 
multinational by definition actively controlled its overseas operations on 
a continuing basis, the ordinary free-standing company exercised con- 
trol only in the initial investment phase. 

In some instances the problems of ‘management at a distance’ within 
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the expatriate multinational proved insuperable, and the headquarters 
eventually shifted overseas closer to the main operations. This generally 
seems to have occurred when there was a sufficiently large pool of 
management expertise abroad, and a well-established system of local 
law under which the company could be incorporated. 


IV 


The question was raised earlier as to whether free-standing firms are 
true multinationals. Conventional wisdom today is that they are.’ 
Previous generations of scholars assumed that they were not. Certainly 
they classified free-standing investments as portfolio-type rather than 
direct. They did this, it is now suggested, because they had no theory of 
the multinational enterprise to guide them. 

The acid test for direct investment is whether control is actively 
exercised from the source-country headquarters. In terms of internalisa- 
tion theory, this translates into the question of whether an intermediate 
product market of some kind is internalised or not. The answer seems to 
be that in a free-standing firm control was exercised only during the 
initial development phase. During this phase there was an active export 
of project management services through an internal market. The 
services were procured in Britain — chiefly in London — and used to value 
natural resources, to negotiate, monitor and enforce contracts within 
construction firms and suppliers and offer technical advice. Thereafter 
control was surrendered to local managing agents. The internal market 
for the export of specialised project management skills dried up, and 
was replaced by an external local market for the supply of operational 
management skills. This contrasts with the typical manufacturing firm in 
which the internal market for the export of incremental product im- 
provements is continually active — although the intensity of flow may 
diminish beyond a certain point in the life of the firm. 

A consistent application of the test for direct investment therefore 
leads to the paradoxical conclusion that investment by free-standing 
companies is direct only for the initial period during which the net 
export of capital occurs, and that it becomes portfolio-type thereafter. 
In accounting terms this means that after the initial investment phase is 
completed, and local management takes over, there is a net repatriation 
of direct investment equivalent to the previous outflow, coupled with a 
net portfolio investment of equal size. In terms of the accumulated stock 
of foreign direct investment it means the stock is portfolio type. Thus 
most of the investments originally classified as portfolio type were 
indeed correctly classified. 
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The only exception concerns firms which have been wrongly classified 
as free-standing, and were in reality expatriate multinationals. The 
expatriate multinational is a true direct investor because its head- 
quarters exercises significant operational control, associated with an 
export of management services through an internal market. The real 
issue in the history of British foreign direct investment is not, therefore, 
whether free-standing firms should be included in the foreign direct 
investment statistics, for modern theory indicates that early writers were 
correct and they should not be. It is rather what proportion of British- 
based companies were actually of the free-standing type rather than the 
expatriate type. This hinges on the nature of the firm’s headquarters 
operations once the initial investment phase had been completed. It is 
an empirical question to be decided by reference to business biographies 
and archives. Theory suggests that industry-wide patterns will emerge. 
In industries where operations require proprietary technology and offer 
significant economies of vertical integration in international trade, such 
as oil, the expatriate firm will predominate. Here an upward revision of 
foreign direct investment statistics may be warranted. In industries 
relying on standard technologies, and where economies of vertical 
integration are local rather than international, such as utilities and 
urban rail transport, the free-standing form will predominate. Here the 
earlier estimates of foreign direct investment are likely to be accurate. 


V 


Few free-standing firms were formed after 1914. This has led some 
writers to infer that the hidden flaws of informal British capitalism were 
finally revealed at this time. Furthermore, contemplating the rather 
mixed results obtained by free-standing firms before 1914 — especially in 
US mining and real estate — they conclude that British firms would have 
done better if they had adopted US-style hierarchical organisation at an 
earlier date. The preceding analysis suggests, however, that this rather 
negative view is misleading. The free-standing firms, it can be argued, 
were well adapted to the mission of imperial development. Nineteenth- 
century Britain appears to have acquired a national comparative advan- 
tage in property development, partly as a result of the domestic exploits 
of Victorian engineers. The export of these skills was encouraged by a 
tradition of exploration, reinforced by emigration pressures, which 
generated overseas opportunities for the use of these skills. The combi- 
nation of the free-standing company and the managing agency was a 
rational institutional response to the challenge of the times. The free- 
standing company transferred project management skills, which had 
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agglomerated in London, to overseas sites where they were combined 
with other inputs to complete the project. The equity route gave the 
London managers the ultimate right to veto further funding and ‘kill off’ 
the project if it seemed likely that, in the light of the latest information, 
‘good money’ would merely follow ‘bad’. By forcing the London 
managers to subscribe some of the equity they were incentivised to give 
their best efforts. By allowing the remaining risks to be borne by the 
equity market as a whole, limitations of personal wealth did not become 
an insuperable barrier to participation in management by the most able 
people. Overall, the arrangements minimised the transaction costs of 
exporting management expertise in property-related industries. 

The free-standing companies did not decline after 1914 because hid- 
den flaws emerged, but because the world had changed. To some 
extent, the free-standing companies had been so successful that they had 
worked themselves out of a job — much of the task of imperial develop- 
ment had already been accomplished. Secondly, economic policy prob- 
lems of the inter-war period undermined the profitability of overseas 
investments. The problems encountered in restoring the gold standard, 
and the subsequent failure to avert protectionism, undermined primary 
product trade and hindered export-oriented colonial investment. 
Adverse political changes — such as Latin American nationalism — and 
doubts over the long-term viability of the Empire added a new dimen- 
sion of political risk to overseas investment. There were growing 
demands from host governments for the state management of the export 
trade, and the nationalisation of railways and utilities, which made 
further investment foolhardy. 

Finally — and perhaps most significantly for the British companies — 
technological progress was beginning to make itself felt even in 
traditionally low-technology property-related industries. Thus the ad- 
vent of refrigeration altered the logistics of exporting perishable food- 
stuffs and favoured closer integration of plantation operations with 
shipping schedules. The British managing agency, with its partnership 
structure, found it difficult to cope with this, whereas the hierarchical 
US corporation coped quite easily by extending skills originally devel- 
oped for the integrated sourcing of local markets in the US. The British 
managing agents failed to adapt by incorporating themselves and buying 
out the companies whose assets they managed in order to rationalise 
their international operations. 

It is, perhaps, in the failure to perceive and respond to the operational 
implications of new technology that the cause of the decline of the 
British system of overseas investment is to be found. This would tie 
in with existing explanations of general British decline in the early 
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twentieth century. The British system was well adapted to managing 
resource-based investments, and associated infrastructure projects, 
which exploited the trading opportunities afforded by the imperial 
system. But it relied on public rather than proprietary technology, and 
on arm’s length rather than vertically integrated international markets. 
As new technology made itself felt in resource-based industries many 
British firms allowed themselves to become locked into the old system. 
US rivals, adapting the emergent forms of organisation in high 
technology manufacturing industries, proved themselves to be more 
efficient. This is only a hypothesis at this stage, but it suggests a 
promising agenda for further research. 


VI 


This note has argued that the free-standing firms identified by Wilkins 
actually comprise two distinct types of firm. The first is the ordinary 
free-standing firm which exports project management services through 
an internal market but externalises operational management. In this 
type of firm the headquarters has little influence on normal operations. 
Its administrative arrangements correspond to those described by 
Wilkins, and it is concentrated in property-related industries. When 
compiling statistics of foreign investment it is best classified as a 
portfolio-type investor. The second type of firm is the expatriate multi- 
national. Here the headquarters, though possibly quite small, actively 
controls overseas operations. It may therefore be regarded as a true 
direct investor. 

Free-standing firms were sometimes promoted by senior partners in 
multinational managing agencies in order to construct assets which the 
agency would manage. The division of responsibilities between the 
management of the development and the management of the sub- 
sequent operations has an economic logic. But the separation of the 
management of the operations from the ownership of the assets, once 
developed, was more dubious. 

As the age of imperialism ended, and the number of new project 
opportunities declined, the project management function became less 
important. As a result, the specialisation between project management 
and operational management effected by free-standing firms became 
less of an issue. On the other hand, as technological sophistication 
increased, the quality of operational management became more import- 
ant. As a result, combining the ownership and the operational manage- 
ment of existing assets within a single firm became a major issue. Thus 
the decline in the number of new projects, coupled with the increasing 
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sophistication of operations in existing projects favoured the US corpor- 
ate system over the British one. 

This explanation of the logic of the free-standing firm is quite inde- 
pendent of Hennart’s analysis of the internal market for capital. It 
explains most of the phenomena that he explains, and more besides. It 
may or may not be possible to speak meaningfully of internalising the 
market for capital. But in explaining the behaviour of free-standing 
companies, it is not really necessary to do so. Analysing the internal- 
isation of the market for project management skills will suffice. 
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Free-Standing Companies, their Financing, 
and Internalisation Theory 


T.A.B. CORLEY 
University of Reading 


In his ‘International Financial Capital Transfers: A Transaction Cost 
Framework’ (Business History, January 1994), Jean-Francois Hennart 
has raised some questions which are crucial to our understanding of 
both the history and the theory of the multinational enterprise (MNE). 
Most importantly, he is the first scholar to attempt to fit into multi- 
national theory the phenomenon of the free-standing company (FSC). 
That concept had originally been put forward by Mira Wilkins in a 
conference paper published in 1986, and discussed at length by her in a 
now classic article two years later.” Briefly (in Hennart’s words), a FSC 
is one which maintained only a small head office, all its productive assets 
being located overseas. It thus differed from what Wilkins has called a 
‘typical’ American-style MNE, in that its operations abroad did not 
arise out of domestic enterprise. 

Hennart maintains that any attempt to explain FSCs along the same 
lines as MNEs generally, in terms of internalising firm-specific advan- 
tages, will not do, since FSCs lack similar home-country activities to 
those overseas, and thus have no knowledge-based or other advantages 
to internalise. His solution to this problem is to introduce into the model 
an extra variable, that of financial capital. This was the one asset which 
would be possessed by a FSC’s head office at home; his article studies 
the several alternative modes of transferring such capital abroad. 

Rather than following Hennart into the categorisation of financial 
capital transfers, the present article explores three questions which can 
be seen as fundamental to the issue which he has highlighted. Section II 
enquires into whether FSCs comprised such a small part of the total 
population of MNEs that they could safely be neglected, or whether 
they were numerous enough to require multinational theory to take 
account of them. Section III examines the topic, raised by Hennart, of 
the role of financial capital in the internalisation process. Section IV 
then attempts to assess what implications, if any, for the theory of 
internalisation arise from the earlier discussion. Some concluding 
remarks are offered in Section V. 
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The first question is on the relative importance of FSCs in world 
multinational activity. Mira Wilkins did not pursue this matter, but 
restricted her discussion to British FSCs between 1870 and 1914. In that 
category, she included all UK-owned overseas companies, namely those 
operating wholly or in the main outside Britain. While offering no 
precise figure, she reckoned that they might have numbered several 
thousand. Nor did she attempt to assess their relative weight in Britain’s 
total outward foreign direct investment (FDI) stock in 1914, since she 
believed that all data of that kind were ‘tentative’ and ‘impressionistic’. 
However, the present author has offered some estimates, also in the 
January 1994 issue of Business History, which indicate the scope of their 
importance. In 1913, the aggregate capital of all quoted overseas com- 
panies — as defined above — net of foreign participation, came to £1,310 
million, or 78 per cent of the country’s total FDI stock, and 35 per cent 
of its outward overseas investment stock, both foreign and direct. As to 
FSCs at other periods, an estimate — also by the present author — is that 
they comprised 69 per cent of UK outward FDI in 1870, and 22 per cent 
of the country’s outward investment as a whole.* Although these FSCs 
continued to exist after 1914, Wilkins admitted that little was known 
about them. Some apparently transformed themselves into typical 
MNEs (on the American pattern), some passed into host-country 
ownership, while others just expired because they were not viable. 

Although, therefore, a certain amount is known about Britain’s FSCs 
over the pre-1914 decades, the literature is patchy on the extent to 
which other countries established them. In a footnote to her article of 
1988, Wilkins pointed to some FSCs headquartered in both the US and 
continental European countries, but added that according to recent 
research, ‘they were nowhere near as important as in the British case’. 
On the other hand, Hennart refers to FSCs as ‘the dominant type of 
European FDI before 1914’. 

In an attempt to put the global picture on this issue into context, 
Table 1 presents estimates of the world’s FDI stock by country of origin 
in 1914, and the calculated value (in terms of financial capital) of each 
country’s FSCs that year. The left-hand column gives the most recent 
estimates by John Dunning of global outward FDI that year, those for 
Britain, Germany and the Netherlands being the revised figures cited in 
Business History for January 1994. The right-hand column assumes that 
for the majority of smaller overseas investing countries, FSCs comprised 
a notional ten per cent of their outward FDI.‘ For Britain, the figures 
(for 1913) are those given earlier in this section. 
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TABLE 1 
ACCUMULATED FDI STOCK AND FSC CAPITAL BY COUNTRY OF ORIGIN, 1914 





($ millions) 

Total FDI Estimated capital 

stock (a) of FSCs (b) 
UK! 8,172 6,550 
Germany 2,600 260 
France 1,750 175 
Netherlands 925 93 
Italy ) 
Belgium ) 
Sweden ) (1,000) (100) 
Switzerland ) 
Russia 300 30 
US 2,652 489 
Canada 150 15 
Japan 300 30 
Australia ) 
New Zealand ) 180 18 
South Africa) 
World total 18,029 7,760 
Note’ ' 1913. 


Sources: (a) J.H. Dunning, Multinational Enterprises in the Global Economy 
(Wokingham, 1992), p 117, amended for Germany and the Netherlands by G. 
Jones, ‘The Making of Global Enterprise’, Business History, Vol. 36, No. 1 
(1994), p.4, and for the UK by T.A.B. Corley, ‘Britain’s Overseas Investments 
in 1914 Revisited’, Business History, Vol. 36, No 1 (1994), p.78. 
(b) See text. 


As to the United States, the criteria used by Wilkins in her 1988 
article are followed by including under the heading of FSCs sugar, fruit, 
rubber and other agricultural products companies, and also public 
utilities. These were listed by Cleona Lewis for 1914 in the book which 
she published in 1938, and reproduced by Wilkins in her two volumes of 
1970 and 1974 on American multinational enterprise. Lewis’s pioneer- 
ing calculations are in need of reworking after more than 50 years, and 
any ‘revisit’? may well show the US estimate of American FSCs for that 
year to be a serious underestimate.” According to Table 1, about 43 per 
cent ~ and perhaps considerably more — of the global outward accumu- 
lated FDI stock on the eve of the First World War fell into the FSC 
category. FSCs thus turn out to be both numerous and spread over 
many countries. In the light of this finding, Hennart’s main thesis is 
discussed below. 
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Although the business history literature since 1988 contains many refer- 
ences to FSCs, Mira Wilkins’ path-breaking article has not attracted the 
analytical treatment that its importance merits. As stated above, 
Hennart’s is the first attempt to theorise from the factual evidence which 
she presented. His analysis is here discussed in the light of the finding 
that FSCs have been more widespread and on an ampler scale than 
hitherto appreciated. In attempting what Wilkins failed to do, namely 
taking the initial step towards a systematic analysis of why FSCs exist at 
all, Hennart employs internalisation theory, of which he is a prolific 
exponent. That theory involves the concept that firms, as part of their 
overall assets, contain ‘intermediate factors’ which entrepreneurs inter- 
nalise in the process of setting up or enlarging an MNE. The new 
element which Hennart inserts into the analysis is the premise that 
‘financial capital is an intermediate factor like knowledge, goodwill, raw 
materials, or distribution services’. In justification, he explains that 
‘obtaining financial capital is one of the tasks necessary to deliver a 
product or a service to the customer’. 

To assess Hennart’s premise, it seems useful to recall the general 
distinction which George J. Stigler has made between analytical and 
empirical propositions in economics.° According to Stigler, this distinc- 
tion is seldom remarked on by scholars who are not methodologically 
self-conscious; yet their failure to do so ‘has been the source of much 
misunderstanding in economics’. Analytical propositions allow all poss- 
ible functional relationships to be included in an equation. Empirical 
propositions, on the other hand, reflect the quantitative significance of 
such relationships, so that economists can concentrate on the most 
crucial independent variables and safely overlook the rest. To apply this 
distinction to Hennart’s premise, he is entitled to include financial 
capital among a firm’s intermediate factors. However, in empirical 
terms, it may turn out to be of no more than minor significance. 

Hennart himself has few doubts on this matter, since his convinction 
as to the importance of financial capital grows stronger as his article 
progresses. Having initially listed it as one of several intermediate 
factors, towards the end he claims that ‘financial capital played a major 
role’ in the creation of FSCs. He correspondingly down-grades the 
significance of the other factors by stating that ‘in many [but clearly not 
all] cases’ these factors were internalised. Hence, he concludes, the 
characteristics of many FSCs and similar enterprises ‘cannot be under- 
stood without consideration of their role in the international transfer of 
financial capital’. 
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By putting forward these claims, Hennart acknowledges that he is 
battling against an almost overwhelming scholarly tide. In his words, 
‘the switch in focus’ from the view held before Stephen Hymer’ and 
John Dunning® produced their seminal works in the 1960s and 1970s ‘of 
MNEs as conduits for the transfer of financial capital to the present one 
of MNEs as transferors of firm-specific advantages has been so complete 
that finance has been relegated to a subsidiary position’. In economics 
generally, the shift from finance to real resources as the basic element 
for analysing real-life issues has done much to clarify our understanding 
of such issues, from Keynesian remedies for depression and inflation to 
placing a value on the economic consequences of a total war.’ 

In the field of multinational studies, Dunning has over the years 
consistently upheld the ‘real’ approach as against the ‘currency’ 
approach of scholars such as Robert Aliber. Not unlike Hennart, Aliber 
has been (to quote Dunning) ‘primarily interested in the export of direct 
investment as a means of financing foreign capital expenditure rather 
than as a channel by which an enterprise transfers non-financial 
resources between countries, and controls the use of such resources 
once transferred’.1° 

The elegant presentation by Hennart of four categories of transaction 
through which financial capital can be conveyed across frontiers is of 
some methodological interest, but Dunning would undoubtedly take the 
view which he expressed in 1988: ‘In as much as scholars are entitled to 
study subjects of interest to them, we have no dispute with Aliber.’ 
Dunning in fact found such a financial approach irrelevant to the 
furtherance of MNE studies. Despite Hennart’s claims, could the role of 
financial capital likewise turn out to carry little weight in explaining 
MNEs? 

Some pointers may be offered to this question. When analysing the 
general topic of the growth of the firm, Edith Penrose included in 
the intermediate product of entrepreneurial skills the ability to obtain 
financial capital, or what she calls ‘fund-raising ingenuity’. Thus the 
entrepreneurs in many FSCs, such as the Burmah Oil Company of 1886, 
had to exercise great pertinacity when business associates rebuffed them 
with refusals to throw money away on ‘hare-brained schemes’.!! Firms 
could not do without financial capital, but at best it represented a 
necessary rather than a sufficient condition for setting up an overseas 
company. Entrepreneurship was thus the crucial variable. 

Hennart’s own very useful case study of ‘internalisation in practice’, 
which covered FDI in Malaysian tin mining between 1860 and 1920, 
implicitly chimes in with this conclusion. To be sure, inward direct 
investors originated in capital-rich countries such as Britain, France, the 
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US and Australia. However, the trigger mechanism for that FDI was 
the initiative of company promoters, some of them being citizens of 
capital-poor countries. Hence, the problems which FSCs encountered 
in Malaysia were overwhelmingly entrepreneurial and technical. As 
Hennart put it, ‘Given the risk of applying untried techniques in a 
distant and little-known country, the personal reputation of the pro- 
moter was the key factor which made the mobilization of the required 
[financial] capital possible’. 

Thus it can be argued that Hennart still has some way to go before he 
can prove the overwhelming role of financial capital in the establishment 
and successful running of MNEs, and in particular of FSCs. Section IV 
discusses the consequences of the finding for the broader question of 
multinational theory. 


IV 


The task now is to re-examine the tenets of the theory of internalisation, 
to see if they may prove to be more FSC-friendly, so to speak, than has 
been assumed hitherto. This exercise begins with a study of the original 
statement of 1976 by Peter Buckley and Mark Casson, in which internal- 
isation was presented for the first time. According to Buckley and 
Casson, modern business carries out many activities over and above the 
routine production of goods and services: for example, marketing, 
research and development, or the building up of managerial teams and 
appropriate management know-how. These activities are interdepen- 
dent and connected by flows of intermediate products, often ‘types of 
knowledge and expertise, embodied in patents, human capital, etc.’ 
Internalisation of an intermediate product across national borders takes 
place to the point where the resulting benefits just equal the costs.? 

As explained in the introduction, a fundamental dilemma arises when 
a company, such as a FSC, does not have an adequate home base 
containing enough of the intermediate products to permit overseas 
activities to be started up via the internalisation route. As Hennart has 
expressed it, FSCs with all their productive assets located overseas and 
only a small head office ‘cannot readily be explained by the internal- 
isation of knowledge advantages, since they had no domestic manufac- 
turing activities from which to transfer these advantages’. Without a 
new twist, such as introducing financial capital which can be internalised 
since the money has usually to be raised in the home country, the 
dilemma remains. 

One way out of this impasse is to look systematically at the structure 
of FSCs’ home-country headquarters over the years. Such a survey 
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would entail much laborious investigation, but a starting point is pro- 
vided by Wilkins’ article of 1988. She portrayed the head offices of 
British FSCs between 1870 and 1914 as normally comprising ‘a corpor- 
ate secretary and the board of directors (whose members participated in 
other activities in Britain) and little else’. Thus, she continued, many 
such companies could be referred to as ‘little more than a brass name- 
plate some place in the City’ of London. She compared unfavourably 
these FSCs with ‘contemporary U.S. multinationals’ which had evolved 
from large multi-functional, multi-regional enterprises ideally placed as 
training grounds for multinationality. For the inadequately headquar- 
tered British firms, therefore, ‘the need to manage the business overseas 
was still there and provided a formidable challenge, and one that the 
free-standing companies often failed to meet’. 

A practical problem over testing Wilkins’ statements is that, whereas 
most large-scale ‘typical’ American multinationals with overseas 
branches hold ample archives, relatively few of the records of British 
overseas companies are extant. Fortunately, Wilkins has discussed three 
major companies where evidence of their head office structures has 
survived: namely the Anglo-Persian Oil Company (later British 
Petroleum), the Burmah Oil Company and the Rio Tinto Company. 
She judged that they were all FSCs, at least up to 1914. 

Each of these companies possessed head offices with at least one 
senior executive who concentrated on their core activities and where 
necessary called on colleagues who stood ready to provide managerial, 
technical or other expertise as required. Sometimes, as Wilkins has 
noted, they relied on outside professional advisers such as the oil 
consultant Sir Boverton Redwood. Whether or not they carried out 
functions such as marketing, say, depended on the particular circum- 
stances of the market concerned rather than on entrepreneurial strength 
or debility. Burmah Oil, and its predecessor FSCs — the Burmese Oil 
Distillery Ltd (1864-68) and the Rangoon Oil Company (1871-76) — left 
routine sales arrangements to managers on the spot, but marketing 
policy was firmly in the hands of head office. 

Information about other British FSCs is often fragmentary at best. 
However, the present author has examined four cases which are spread 
over widely varying industrial groups.’* These were the Imperial 
Continental Gas Association, the Assam Oil Company,’® the Liebig’s 
Extract of Meat Company Ltd,” and British multinational banks.’® If 
not much is known about their origins, once established all these 
companies’ head offices maintained regular correspondence with their 
operations abroad, and also made full use of the international cable as 
part of the information-seeking and monitoring process. If no director 
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of the industrial companies was serving full time, the company secretary 
was the designated channel of communication with the overseas general 
manager. He was far more than a mere clerk, sending out informed 
advice where necessary, and often accompanying a director on visits of 
inspection abroad every year or two years. 

The evidence is thus that the entrepreneurs of such companies had 
clearly effected an internalisation process, whereby they put the know- 
how that was available to headquarters into running the appropriate 
operations abroad. As long as those in Britain had the power to appoint 
and dismiss their managers in the field, and themselves decided on such 
policy matters as new capital investment and the setting up and handling 
of product markets, the head office was far more than an empty shell, 
and therefore had something to internalise. 


Vv 


The present article offers some conclusions of potential interest to 
business historians. Mira Wilkins has characterised FSCs as on the 
whole a not very effective means of harnessing Britain’s international 
wealth to overseas ventures in an era of national economic deceleration, 
so that only a very small percentage of all such FSCs flourished for very 
long as ‘successful, profitable enterprises’. Hennart likewise refers to 
FSCs as ‘curious’ and ‘non-conventional’ forms of MNE. Yet the 
estimates given in Table I suggest that a substantial minority of MNEs — 
perhaps well over two-fifths of the total in 1914 — were FSCs, by no 
means confined to Britain but prevalent in many countries. A further 
conclusion is that the hypothesis of FSCs having no head office to speak 
of turns out to be not proven. It may be some time before enough 
rigorous research has been undertaken, on a large enough scale, to 
unravel the actual composition of head offices and the exact methods 
used by senior managers to control operations abroad. The findings may 
well show that the theory of internalisation can after all be happily 
applied to FSCs as it is at present to so-called ‘typical’ MNEs with 
overseas branches. In any case, the need to include financial capital as 
an intermediate factor — in the way that Hennart has done in his article — 
may become less compelling. 
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Free-Standing Firms and the Internalisation 
of Markets for Financial Capital: 
A Response to Casson 


JEAN-FRANCOIS HENNART 
University of Illinois at Urbana-Champaign 


‘International Financial Capital Transfers: A Transaction Cost Frame- 
work’ seeks to provide a theoretical framework to explain the variety of 
institutions used to transfer financial capital across countries, including 
the free-standing firm, an important form of pre-1914 foreign direct 
investment.’ In that piece, I argue that free-standing firms arise from 
the internalisation of the market for financial capital. Free-standing 
firms differed in the location and scope of their activities (from Russia to 
Argentina, from banks to jute mills). The only characteristics they had 
in common is that they undertook only foreign operations, were regis- 
tered in countries with major stock markets, and were funded by shares 
subscribed directly by the public.” 

To understand the necessary and sufficient conditions for the emerg- 
ence of free-standing firms, one must consider all the potential ways in 
which an investment in a given country can be financed: funds can be 
obtained through debt or equity, from local or foreign sources, and by 
local or foreign-based enterprises.? The free-standing firm corresponds 
to only one of those eight possibilities: that in which a firm is registered 
in country B to sell directly to the public shares used solely to finance 
operations in country A. 

It is worth reflecting at this stage on this rather unusual way of funding 
foreign projects. Though not unknown today (an example would be 
European high-technology firms floating stock on the New York Stock 
Exchange) it is certainly not the norm. Projects in capital-poor countries 
are financed today through local enterprises obtaining loans from inter- 
national banks or grants from foreign aid agencies, or through multi- 
national firms raising finance through bank borrowing and the issuance 
of stocks and bonds in their home or in the local market. 

Hence a theory of free-standing firms must provide answers to the 
following questions: 


Why were activities in country A financed in country B, and not in 
A? Why were these activities financed by equity, as opposed to 
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debt? Equity, compared to debt, provides the lender with a 
general and discretionary right to direct the behaviour of the 
borrower. Why was this form of hierarchical control chosen over 
the arm’s length alternative of lending? In other words, why was 
the transfer of financial capital internalised? Why was this equity 
sold directly to individual investors, and not taken by existing 
institutions, firms or banks (why was the supply of finance not 
intermediated?). 


II 


In his comment, Casson argues that the existence of free-standing firms 
should not be explained in terms of the internalisation of the market for 
financial capital, but in terms of the internalisation of knowledge held by 
property-development experts at the headquarters of free-standing 
firms. Casson first points out that the projects undertaken by free- 
standing companies were in property-related industries, namely trans- 
port infrastructure, utilities, mines, plantations, and land development. 
One characteristic of property-related industries is that development is 
usually undertaken by a different company than that which does the 
subsequent management. This is because while the development of the 
properties requires considerable specialised skill, their day-to-day man- 
agement is routine. Casson notes that this is the way that most modern 
property development is done today:. 


A special free standing company is formed —~ often financed as a 
consortium — which develops the property, operates it for a short 
period to train local personnel, and then sells to an indigenous 
company (often state-owned) which manages it independently 
thereafter. This is the ‘build-operate-transfer’ system. The differ- 
ence between this and the free-standing company system is simply 
that the ownership of the assets is indigenised once the develop- 
ment is complete. (This was, in fact, the ultimate fate of a number 
of free-standing companies, whose assets were eventually 
nationalised by unsympathetic host governments). 


Likewise, there was a similar division of labour in the nineteenth 
century, with free-standing firms supplying property-development ex- 
pertise and managing agencies providing local management. 

Casson argues that free-standing firms evolved in two different ways. 
In banking and oil, there was a continuing need for expertise from 
headquarters. In that case, the managing agency acquired the assets 
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they managed, and this led to the creation of what Casson calls 
‘expatriate multinationals’: truly multinational firms, albeit peculiar 
ones, since they had no domestic operations. 

In other cases — the true free-standing firm — the need for specialised 
project management skills was short lived. After construction was com- 
pleted, ‘the need for the export of specialised management skills dried 
up, and was replaced by an external local market for the supply of 
operational management skills’. The head office lost all management 
control and the local managing agents ended up controlling the compa- 
nies whose assets they managed, but they failed to own them outright. 
Managing agencies would have purchased outright these plants through 
debenture finance but for the fact that they were partnerships. Hence 
they were forced to promote nominally independent companies which 
owned the assets they wanted to manage. 

Casson’s theory is thus based on the internalisation of the market for 
project management skills. He argues that a theory of free-standing 
firms does not require to consider the internalisation of the market for 
capital. My view is that while Casson’s theory is not necessarily incom- 
patible with my own (it is quite possible that free-standing firms arose to 
internalise the market for other inputs besides financial capital, includ- 
ing property-development know-how)," internalisation of expert knowl- 
edge does not provide the necessary and sufficient conditions for the 
emergence of free-standing firms. 


Il 


At the outset, the similarity between the build-operate—transfer (BOT) 
system and free-standing firms is not clear. The BOT system has evolved 
as an accommodation to host government demands for ownership of 
infrastructure projects joined to their inability to contract successfully 
for and finance the construction of these projects. It is doubtful that it 
represents an efficient form of contracting that would have evolved 
without these pressures. 

Casson seems to imply that, as in the BOT case, the intention of firms 
in property development (and hence that of free-standing firms) is 
always to sell the operations once they are developed. While this may be 
true for hotels, it does not seem to be the case today for many of the 
activities that were undertaken by free-standing firms, such as utilities, 
mines and plantations. Many utilities that design water systems also run 
them (although they may not construct them).° Mining firms carry out 
the evaluation of deposits, the feasibility studies, and the day-to-day 
management of the completed mine, while subcontracting the construc- 


A RESPONSE TO CASSON 121 


tion. There is also no evidence that the firms that developed plantations 
had planned to sell them once they were developed. Many of the 
original planters still own and manage plantations (Lonrho still owns its 
sugar cane fields, Unilever its oil palm plantations, the banana MNEs 
still grow bananas, and the tyre companies still run rubber estates). This 
is true even when the output of these plantations is not sold to the 
parent, as in the case of natural rubber. The move by some MNEs away 
from owning the plantations and towards contracts seems to have been 
mostly a response to political pressures.® 

Even if the parallel is valid, property development does not seem to 
be an accurate way to describe the range of activities of free-standing 
firms, which extended from banks to breweries. Furthermore, many 
free-standing firms were established to take over going (that is already 
developed) concerns. This suggests that the reason for these London 
flotations was to tap finance, not technology or management. Consider 
the case of the Eastern Trading Company. This modern tin smelter had 
been built in Penang, Malaya, for Leh Chin Ho, a close associate of the 
Khaw family.” His smelter was purchased by a locally incorporated 
company, the Eastern Smelting Company Ltd, which was controlled by 
Chinese and Thai mine owners. The company was in turn sold to a 
group of Britishers who floated the company as a free-standing firm in 
London in 1911 ‘to provide working capital for extending said business’. 
The Chinese directors argued that by floating the company in the 
London market ‘they could get fresh capital there more easily than they 
could get locally’.® 

This pattern of reconstructing a going business into a free-standing 
company is not an isolated case. Another well-documented example is 
that of the Lena Goldfields Co., operating in Russia.” Likewise, 
Drabble mentions that a number of the rubber estates that were floated 
as free-standing firms in London were already planted in rubber.?° 

In his study of British direct investments in Canada between 1890 and 
1914, Paterson records that all but one of the British investments in the 
utilities and service sector were of the free-standing variety, and that in 
all of these cases a new British free-standing firm was formed to take 
over an existing Canadian company. This was also the case in manufac- 
turing where, with only few exceptions, British free-standing firms arose 
from the take-over of domestic firms which were failing because of a 
shortage of working capital, or which lacked capital for expansion. 
According to Paterson, ‘the forming of British direct investment to take 
over these firms was designed to facilitate access to the British capital 
market’."' In mining, British investors bought developed prop- 
erties. British prospecting and management expertise was unanimously 
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berated by the Canadian mining press, providing evidence that the 
British contribution was not in know-how and management, but in 
access to capital.!? 

The same pattern of buying already developed properties also 
appears in the case of British free-standing firms in the United States. 
Between 1888 and 1891 British investors poured $90 million in floating 
existing US breweries into the London stock market. The goal was not 
technology transfer — the breweries were already built, and as Wilkins 
notes, ‘the British never added anything truly distinctive to American 
brewery technology, distribution, and management’ .’? 

Hence in many cases free-standing companies arose from already 
developed properties, and this is difficult to reconcile with Casson’s view 
that they internalised the transfer of property-development skills. By 
contrast, my hypothesis suggests that recourse is made to the free- 
standing form of organisation whenever the operation experiences a 
need for equity funding which can be better met from a foreign source. 
This is likely to be at intermediate stages in the life of the operation 
(when the project is advanced enough to attract stockholder interest). 

There are, of course, many cases where free-standing companies did 
develop new properties. One example is the Redruth (Cornwall) and 
London-registered tin-mining concerns which pioneered the new tech- 
nique of hydraulic mining in Malaya and Siam. Casson’s hypothesis that 
the technical and managerial expertise needed to develop these mines 
was held by the firm’s London staff and that its transfer was internalised 
within the free-standing firm is, however, not supported in this case. 
Rather, the historical record suggests that the main contribution of the 
UK-based headquarters was to facilitate the raising of equity capital. 

Hydraulic mining was introduced in Malaya by F.D. Osborne, an 
Irishman who had witnessed hydraulic methods used in mining gold in 
California. He thought that he could use the same process to mine tin in 
Malaya. In 1891 he incorporated in Dublin the Leh Chin Mining 
Company to work land in Malaya with American equipment. The 
venture was not immediately successful, and Osborne seemed to have 
run out of money. Unable to raise the necessary funds in Dublin, he 
contacted E.R. Pike, the inspector of mines for the state of Perak 
(in Malaya), who was the son of Walter Pike, a well-respected mine 
accountant (purser) in Cornwall. Pike enlisted the help of his father, 
who contacted James Wickett, a Redruth (Cornwall) stockbroker active 
in the conversion of Cornish tin mines into limited liability companies. 
The latter persuaded ten of his friends, all major investors in Cornish tin 
mines, to put up £700 so as to register a new company, Gopeng Ltd, 
incorporated in Redruth. That flotation was to be the first of many other 
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UK-based free-standing tin-mining companies. Osborne’s mining 
management firm in Malaya, Osborne & Chappel, became the mine’s 
manager. 

This story, which is characteristic of early Western tin mining enter- 
prises in the Far East, does not support the theory set forth by Casson. 
In our case, the technology used for mine development was not held in 
Redruth, but instead in Malaya by Osborne & Chappel. The key 
individuals that floated these firms and became their managing directors 
were not engineers, but stockbrokers and solicitors.!© James Wickett 
and the original stockholders in Gopeng had no expertise in hydraulic 
mining. They, however, had connections with sophisticated investors 
eager to diversify, and they had expertise in floating companies on stock 
exchanges. The UK connection was important, but it was financial, not 
technological. 


IV 


Casson’s second hypothesis is that in the case of most free-standing 
firms (except for oil and banking) control from the head office of the 
free-standing company ceased as soon as the property was developed 
and was then surrendered to the local managing agent. This explanation 
raises one question: if this was the case, why was the Board kept in 
London? Why not incorporate locally, since decisions were made there? 

Another question raised by Casson’s explanation is why the managing 
agents did not buy out the companies they managed. Casson argues that 
it is because they were organised as partnerships and were not fully 
incorporated: ‘if [they] were fully incorporated, and issued [their] own 
equity, then [they] could use the funds from the equity issue to buy the 
assets outright’. In fact, most British agency houses in Malaya did 
incorporate between 1900 and 1910, when they started to float rubber 
companies.” They did not, however, take full control of these rubber 
companies. It is unlikely that the reason was their inability to borrow for 
that purpose. Rather, I suspect that the trading companies were inter- 
ested in generating trade, and in capitalising on their intimate know- 
ledge of the local economy, but not in running a manufacturing or a 
planting business. It seems logical to assume that after floating they kept 
for themselves just enough of the stock of the companies they were 
floating to assure that they would get the contract to handle the trade 
generated by these firms. 

Contrary to Casson’s hypothesis, there is evidence that the London 
boards of free-standing firms continued to attempt to control the foreign 
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the difference between strategic and operational control. Given the 
difficulties of communication, operational control had by necessity to be 
local. Even today, with much better communications, the day-to-day 
decisions of foreign subsidiaries are usually taken at the subsidiary, not 
the corporate level, but this does not usually preclude strategic control 
from headquarters. 

This was also the case for free-standing firms. The London board 
exercised strategic control, while operational control was the responsi- 
bility of the local managing agent. In rubber planting, probably the area 
where managing agencies had the most control, Stahl notes that the 
function of agency houses was to act ‘as commercial managers and 
advisers, subject to the major lines of policy which are laid down by 
the individual directorates, on which a senior partner or director of the 
agency house usually sits’.18 

There is considerable evidence of attempts at strategic control by 
the London boards of free-standing companies. As Wilkins notes, the 
London Directors ‘were expected to select the managers of the business 
abroad, to receive reports, to ensure prudent and efficient management 
of the operations’.!° Writing about British free-standing firms in US 
ranching, Clements notes that ‘in a wide variety of enterprises .. . 
English control was foremost, whether through directors, special 
emissaries, technical experts, or resident local managers’.” In tin min- 
ing, the power of the London Board of Directors was sometimes 
implemented by naming relatives of chairmen of the Board of Directors 
as mine managers. C.V. Thomas, for example, had his two sons-in- 
law, John Henry Rich and George Simms, appointed managers of the 
three Malayan tin mines (Tronoh, Tronoh South, and Sungei Besi) of 
which he was Chairman and major stockholder. Similarly, James 
Wickett floated Kledang and named his son, Fred Wickett, as resident 
manager.” There is, therefore, some evidence that directors of free- 
standing companies did exercise control over the operations of the 
companies, even after development had taken place. 


V 


For Casson, the small number of free-standing firms created after 1914 
is due to two main factors: they ran out of projects to undertake with the 
end of the phase of imperial development; and the agents that managed 
the overseas operations also failed to incorporate and to buy out the 
companies they managed, and hence they were unable to rationalise 
them. Free-standing firms then lost business to their integrated US 
competitors. Casson’s argument seems to assume that free-standing 
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firms confined themselves to the British Empire. There is no clear 
reason why London-based property-development experts could not 
exploit their skills outside the British Empire, and in fact they did.~ 
In any case, neither property development in the Empire nor London- 
based free-standing firms ceased after 1914. For example, the bulk 
of tin mining investments by free-standing firms took place after World 
War I.” The same is true for rubber growing: 59 new rubber-growing 
free-standing companies were floated in London between 1923 and 
1929. 

What is more intriguing are the geographical differences in the 
creation and survival of free-standing firms. While free-standing firms 
virtually vanished from the United States after 1914, they prospered for 
another half-century in Asia and in Africa. 

A model based on the internalisation of financial capital flows pro- 
vides a simple explanation for this pattern. Since free-standing firms 
existed to internalise the market for equity capital between London and 
foreign projects,” that arrangement, which involved the additional cost 
of managing at a distance, remained efficient as long as equity capital 
could be raised more cheaply in London than elsewhere (including the 
country where the project was located). Three factors, however, could 
reduce the benefits of such an arrangement. 

First, we would expect that the impetus to float a company in London 
would depend on the efficiency and liquidity of the British relative to the 
local stock markets. Hence the number of free-standing firms floated in 
London to operate in a given country should decline as that country 
develops an efficient stock-market. A fall in the efficiency and liquidity 
of the London stock market relative to its rivals (for example New 
York) might also lead to new free-standing companies being incorpor- 
ated in these emerging financial centres. The decline of the liquidity of 
London and the growth of local stock markets would also affect the 
ownership of shares in existing free-standing firms. As more shares 
became locally owned, the benefits of a London domicile would vanish. 
Hence one would see free-standing firms eventually shifting their 
domicile to the country where they operate. 

The empirical evidence on this is scant, but generally supportive. 
Compare the fate of British free-standing firms in the US on one hand, 
and in Malaya and Nigeria on the other. The number of free-standing 
firms floated in the UK to operate in the US seems to have started to 
decline after 1900.7° Most of the existing free-standing firms had failed 
or had been taken over by Americans by the end of World War I.” That 
fate makes sense when one considers that by 1902 a thriving equity 
market had developed in the United States. By 1909, Edward 
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Ashmead could write that ‘for years past a really good mine — and there 
are an abundance of them in the States — never fell into the hands of the 
English. The United States can always find money to work its own mines 
when they are worth working’.2? The development of an efficient 
American stock market suggests that additional capital could be raised 
more directly in New York than in London and that a UK-based 
headquarters, even if skeletal, no longer made sense. Consequently, 
one would expect to see UK free-standing companies in America sold to 
local firms, or changing their domicile to the US. Further research is 
needed to investigate this point. 

By contrast, British free-standing tin-mining firms in Malaysia and 
Nigeria prospered until the late 1960s. Starting in 1912, the United 
Kingdom was the chief source of capital for the tin-dredging sector of 
Malaya, with the flow peaking in 1925-27. The Great Depression and 
the imposition of tin restrictions reduced the flow to a trickle. Then 
came the Japanese occupation. Between 1954 and 1964, the value of 
shares of British free-standing firms more than doubled, but all those 
shares were subscribed to by local, not foreign, residents.” By 1974 the 
majority of the shares of British registered companies were quoted on 
the Kuala Lumpur and Singapore stock exchanges.*! Since the Board is 
the agent of the stockholders, it was inevitable that a shift in stock 
ownership to Malaysian residents would eventually lead to a shift of 
domicile to that country, an event which took place in the 1970s. 

As in Malaysia, the tin industry of Nigeria was developed by British 
free-standing firms. Unlike Malaysia, however, there was no develop- 
ment of a local equity market. As a result, as late as 1967, 42 UK- 
registered free-standing mining companies were producing over 75 per 
cent of Nigeria’s tin output. This changed in 1968, when the Nigerian 
government required all foreign companies to be incorporated in 
Nigeria.” 

The flotation of free-standing firms in New York in the 1920s also 
supports the view that the decline of British free-standing firms in the 
US was due to a relative decrease in the efficiency and liquidity of the 
British stock markets. By 1920 the title of world’s premier stock market 
had passed from London to New York. As a theory based on the 
internalisation of financial capital would predict, New York became 
home to new free-standing companies. The initiative for these com- 
panies came from both domestic and foreign entrepreneurs. US 
investors floated companies that owned sugar plantations and mines in 
Latin America.” A number of foreign entrepreneurs also set up US- 
based free-standing firms to tap equity finance in the US stock market. 
In 1924 Simon Patino incorporated in Delaware and introduced on the 
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New York Stock Exchange Patino Mines & Enterprises Consolidated 
Inc., as a holding company for his main tin-mining properties in Bolivia. 
Hence what was previously a domestic Bolivian firm became a US-based 
free-standing company. The reasons for the US incorporation was not to 
internalise technological expertise, since Patino had already successfully 
developed and modernised his Bolivian properties; instead it was to 
obtain US capital to finance further Bolivian stock purchases.” Other 
examples of foreigners floating free-standing firms in New York include 
the Framerican Industrial Corporation set up to raise money for the 
French company Schneider-Creusot and Ivar Kreuger’s International 
Match Co.’ 


VI 


In this response, I highlight some characteristics of free-standing firms 
which are difficult to reconcile with a theory of free-standing firms based 
on the internalisation of property-development know-how. First, what 
seems common to free-standing firms is not property development, but 
instead the use of equity financing. One clue is given by the wide range 
of activities undertaken by free-standing firms, many of them having 
little to do with property development. Another is that in many cases 
free-standing firms were established to take over properties that were 
already developed. 

Even when free-standing firms were established to develop new 
properties, the know-how was not always internalised from London, but 
was sometimes obtained locally. What motivated free-standing firms to 
incorporate in London was not generally the available pool of experts, 
but more basically access to an efficient share market. 

The parallel drawn by Casson between property development and 
free-standing firms is also questionable. Even when free-standing firms 
undertook property development, there is little evidence that their 
London boards intended to relinquish strategic control to managing 
agents after the property was developed. 

Casson attributes the decline of free-standing firms after 1914 to the 
end of the phase of imperial development. But property development 
did not cease after 1914. British free-standing firms did not limit them- 
selves to the Empire before 1914, and it is not clear why they should 
have done it after the War. In fact, many free-standing firms were 
created in London in the inter-war period. 

While it is hard to explain why the internalisation of property devel- 
opment skills (and hence free-standing firms) should have abruptly 
ceased after 1914, it is easier to account for the more complex pattern 
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that did in fact obtain in terms of the internalisation of financial capital. 
As the efficiency and liquidity of London declined and local stock 
markets developed in the countries where free-standing firms operated, 
the benefit of internalising the transfer of capital from London fell: the 
firms changed their domicile, or were purchased by local firms. 
Operations in countries which lacked efficient stock markets came to be 
increasingly financed through New York-based free-standing firms. 

While an explanation based on the internalisation of project develop- 
ment skills held in London does not seem consistent with the historical 
record, it also fails to answer some of the fundamental questions about 
free-standing firms. Assuming that all free-standing firms were created 
to internalise the market for property-development skills, why was that 
equity obtained in London? The internalisation of the market for know- 
how does not necessarily imply that of the market for financial capital. 
Modern day multinationals internalise the market for technological 
know-how, but they often finance their affiliates by borrowing from 
local sources. Indeed, as is well known, a multinational firm can expand 
abroad without any foreign direct investment. If capital is raised by a 
company registered in one country to be invested under its control in 
another country, shouldn’t we say that it is internalising the market for 
financial capital? Can one explain free-standing firms without reference 
to such internalisation?. 

The second question that is left unanswered by a theory based on the 
internalisation of know-how is why free-standing firms seemed to have 
been heavily reliant on equity financing. This is suggested by the con- 
centration of the headquarters of free-standing firms in countries with 
efficient stock markets and the heavy representation of those firms in 
activities (such as mining, new crop planting, and penoleun drilling) 
which are traditionally financed through equity.*’? Casson does not 
explain why the internalisation of property-development skills should 
require a heavy reliance on equity financing. Why did the London based 
property development firm not finance its foreign activities through 
debt? My answer is that free-standing firms were financed by equity 
because they were engaged in activities that offer little collateral to a 
lender and hence for which a heavy reliance on debt would have been 
costly. Having UK-based suppliers of financial capital take direct equity 
into the foreign projects provided investors with greater control over 
the firm’s operations than would have been available through loan 
transactions. 

The third question is why equity in each project was directly sold to 
the public, as opposed to floated by firms which in turn allocated it 
among a variety of projects. Casson argues that the low transaction costs 
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of the London capital markets made it possible for individual investors 
to diversify their holdings. I agree, but one must still explain how 
single-project free-standing firms evolved in some (but not all) cases into 
multiple-project free-standing firms such as mining finance houses. 
Answering all three of these questions requires an analysis of the factors 
that determine the level of internalisation and intermediation in inter- 
national markets for financial capital.** 


NOTES 
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JOHN HATCHER, The History of the British Coal Industry, Volume 1, Before 1700: 
Towards The Age of Coal (Oxford: Oxford University Press, 1993. Pp.xviii + 
624; illus.; maps. £60). 


This massive work completes the new history of coal in Britain commissioned in 
1975 by the National Coal Board. The volume is based on the records of over 
1,000 collieries, summarised in a coalfield by coalfield section extending to over 
100 pages. There is space for extensive tabulation of data: on economic perform- 
ance of pits (pp.349-76) and data on shipping coal from Newcastle for 1505- 
1700 (pp.487-95). Dr Hatcher concentrates not only on coal production and 
marketing, but also on its uses, and on the labour force involved. This was 
largely male, and work for women was rare outside Lancashire and Scotland 
(p.384). In Lancashire women were commonly winders, but one was employed 
as an auditor. For readers of Business History there are chapters on ownership 
and enterprise, on management, on finance, on labour, and on organisation. 
The industry’s capital resources (p.247) came from within, from owners and 
from profits, rather than from borrowing (as J.U. Nef had argued). Records of 
managerial decision-making are examined. Absentee owners could prosper, 
despite suspicion of their skilled managers (for example, the relationship be- 
tween Thomas Fenwick and his employer Charles Montagu); but other absentee 
owners (such as the 9th Earl of Northumberland) suffered from managerial 
incompetence in an industry where surplus capacity heightened competition. 
Outmoded accounting derived from charge and discharge principles survived as 
late as the 1670s. 

The volume meshes with regional studies of the industry, such as John 
Langton’s work on Lancashire, or Oliver Wood’s study of the Cumberland 
coalfield. The detailed sections on individual coalfields (pp.70—184) will allow 
scholars to judge Dr Hatcher’s nationwide generalisations. This reviewer noted 
two points. Reference to entries on coal mining for the Keswick copper works in 
W.G. Collingwood (ed.), Elizabethan Keswick (Cumberland and Westmorland 
Antiquarian and Archaeological Society, Tract Series, VIII, 1912, pp.29, 83, 92, 
etc.), would have confirmed the position of Bolton colliery in the Cumberland 
field (p.112 cf. map p.113), rather than near Appleby in Westmorland. Sir 
Christopher Lowther of Whitehaven is mistakenly called Charles on pp.115, 
190, but this is corrected in the index where there is no entry for a Charles 
Lowther. 

John Hatcher’s examination of the industry is a replacement for J.U. Nef’s 
pioneering book, now over 60 years old. Dr Hatcher’s reliance on the records of 
collieries, many of which were not available to Nef, makes possible a new 
assessment of the growth of the coal industry in the sixteenth and seventeenth 
centuries. In particular, the use of evidence of coal shipments from Newcastle in 
the first and second decades of the sixteenth century provides a chronologically 
earlier and qualitatively better statistical base for estimating output (p.77), and 
for the measurement of the coal trade from the north-east to London. In 
addition, new material has been brought to bear (in appendix A) on the capacity 
of the measure used in the east-coast trade, the Newcastle chaldron, which Dr 
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Hatcher equates with 53cwt throughout the sixteenth and seventeenth centuries 
while arguing that in the middle ages it was but 25cwt. The summary conclusion 
(p.68) is that between the 1560s and c.1700 [annual] output of British coalfields 
rose from an estimated 227,000 tons to an estimated 2,640,000, a 12-fold growth 
tate. Of course, growth varied from coalfield to coalfield, and the rate was not 
constant over time. The stimulating effect of coal in the economy, and the extent 
of its use as a fuel, are underlined by these statistics. 

Overall, this work commands respect. The book is over 600 pages long, but it 
is well organised and I found it easy to read. Dr Hatcher and his researchers 
have gone back to the original sources and worked through them with care. 
They have discovered new evidence, and brought known matter together in a 
comprehensive, fresh and envigorating manner. 


University of Manchester CB. PHILLIPS 


THEO BARKER and DORIAN GERHOLD. The Rise and Rise of Road Transport 
1700-1990 (Basingstoke: The Macmillan Press, 1993. Pp.118. £5.99). 


This is a welcome addition to the Macmillan series, especially as road transport 
has been a relatively neglected subject in the pre-mechanised age. However, in 
their effort to compensate, Barker and Gerhold have devoted about half the text 
to road transport before the railway age, much of it on freight movement, 
whereas the period of most dramatic growth since 1920 gets a mere 15 pages, or 
one-sixth of the space. Even the period in between (1830-1914) does not fare 
much better. Admittedly there have been some interesting researches on the 
earlier years when road transport was in relative terms almost as important as 
today, but for all that the balance of the subject treatment leaves something to 
be desired. 

Readers may also feel that the authors adopt a somewhat insular approach to 
their theme. They have little to say about related infrastructures, especially road 
construction in the modern era, while some comparative data on journey times 
and costs over the long haul would have been useful. Comments on road 
transport’s contribution to economic development rarely get beyond the most 
obvious and well-known observations. Nor is much said about the side-effects of 
the inexorable growth of road transport. There is only passing mention of 
external costs such as pollution and congestion, and little acknowledgement that 
these problems were as serious in the horse-age as they are today. Indeed, the 
motor vehicle was initially seen by some as a possible solution to the problems 
created by horse transport. 

Readable as the text is, students may well find the treatment of the later 
period too cursory for serious study of the subject. A case could be made for a 
second booklet devoted to the twentieth century. 


Manchester Metropolitan Unviersity DEREK H ALDCROFT 
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KENNETH MORGAN, Bristol and the Atlantic Trades in the Eighteenth Century 
(Cambridge: Cambridge University Press, 1993. Pp.xxii + 281; maps. £35). 


Early eighteenth-century Bristol was a flourishing place — the third city and 
second port in England — and its merchants were making prominent names and 
good profits for themselves in the transatlantic trades. It was a world increas- 
ingly dominated by talk of slaves, sugar and tobacco. At first things went 
extraordinarily well: in the early 1730s Bristol was the premier slaving port in 
the country, and second only to London in the sugar and tobacco trades. By the 
1740s, however, Bristol had been surpassed by Liverpool in the slave trade, and 
by Glasgow, Liverpool and Whitehaven in the tobacco trade. Only in the sugar 
trade did the Bristolians hold their position, but even there the city was 
overtaken by Liverpool by the end of the century. Although the absolute level 
of trade had expanded, relative decline meant that by the 1790s the city had 
slumped to the status of fifth city and, more significantly, ninth port. This story, 
well known in outline, is told with fresh vigour by Kenneth Morgan. In the 
process he provides enormous amounts of data, often summarised in useful 
tables, relating to the volume of trade in particular commodities, to changes in 
shipping patterns and profitability, and to the composition of the merchant 
community and their investments. This material — often hard won from intrac- 
table sources — has been dredged with great enterprise and energy from the 
archives of three continents (Australasia, Europe, and America) and will prove 
invaluable to future generations of historians working on eighteenth-century 
trade. Unfortunately, the poor survival of detailed business records makes it 
difficult to explain exactly why the Bristol men failed to maintain their early 
supremacy in the Atlantic trades. And the problem is exacerbated by the 
concentration on the records of a single port. At various points we are told that 
Bristol merchants or shippers faced great difficulties: in the middle passage 
‘Bristol slave captains were beset by further problems’ posed by disease and 
shipwreck (p.136) and Bristol merchants ‘found it difficult to extract payment 
for slaves sold in Jamaica’ (p.146). But these were general problems, faced by all 
British captains and merchants. Bristol’s failure to maintain its position in the 
hierarchy of British ports is explained by a combination of inadequate port 
facilities, war losses and the switch of investment into privateering, the safer 
wartime routes around the north of Ireland open to Liverpool and Glasgow 
ships, and entrepreneurial failure. The last was probably the crucial factor, 
although the records needed to substantiate the point are not available: detailed 
records of the merchants and shipowners of all the ports participating in the 
Atlantic trades would be needed to provide convincing answers. But within the 
limits posed by inadequate record survival and by the decision to study a single 
port, Kenneth Morgan has done a fine job and it is unlikely that anyone will 
choose to follow in his wake for a generation or more. 


University of Hull DONALD WOODWARD 
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MAURICE W KIRBY, The Origins of Railway Enterprise: The Stockton and 
Darlington Railway, 1821-1863 (Cambridge: Cambridge University Press, 1993, 
pp.xv + 223; illus; maps. £29.95). 


Jaded readers might be forgiven for thinking that too much has already been 
written about the pioneering English railway businesses. In fact, however, 
nearly all the academic attention and output has been concentrated upon the 
Liverpool & Manchester Railway rather than the earlier Stockton & Darlington 
Railway (SDR). There is no recent scholarly history and no attempt at a 
business history. This volume fills that gap admirably. Kirby deals with a 
number of themes, some of which have enlightened his previous work on the 
Pease family such as the Quaker cousinhood, the basis of the development of 
the north-east, and the role of the heavy industries such as coal and iron. 
Additionally he brings out clearly the transitional role of the SDR in acting as a 
bridge, in terms of business and management practices, between the canals and 
early tramways and the later mainline railway companies of which the LMR was 
perhaps the first. For the SDR was essentially a mineral line, with passengers 
contributing little to total revenue before the mid-1830s, and was regional in its 
impact until its merger with the North Eastern Railway in 1863. It followed the 
precedent set by the canal companies in allowing the coal owner or coach 
proprietor to pay a toll and then operate their own vehicles on the track, and 
since steam locomotives were expensive and still not totally proved, and speed 
was not essential, horse traction remained important and was not completely 
withdrawn until 1856. Similarly, sub-contracting of many of the railway’s func- 
tions, such as repair and maintenance of the permanent way and the operation 
of the locomotives, was a continuation of pre-industrial methods used else- 
where, such as the butty or gang leader in coal mining. The SDR was also a firm 
believer in piece rates to motivate locomotive drivers, another throwback to 
proto-industrial putting out systems. 

Kirby demonstrates how and why these methods suited the nature of the 
SDR, such as the small number of shareholders, the reliance on coal and the 
limited network, and also shows their weaknesses, which, when revealed to the 
railway management, caused them to change their strategies to those more 
normally associated with the mainline railways, namely locomotive haulage 
operated by the railway direct, overseen by the management committee using 
full time salaried employees. Kirby brings out well the initial narrowness of 
purpose of the SDR, essentially to convey coal to the sea where it might be 
exported or shipped coastwise, and hence demonstrates the interdependence of 
early transport modes and their complementarity rather than competition. 

Another theme which Kirby develops masterfully is the role of the Quaker 
connections in providing capital for the railway, in managing the business and in 
providing entrepreneurship for allied enterprises which enhanced the railway’s 
revenues, such as the development of Middlesbrough. At the heart of this 
network was the local Pease family, but its arteries spread through the country 
to London and Norwich with many eminent Quaker families contributing to the 
pool of capital and talent. In these ways, Kirby stresses, the SDR was more like 
an extended personal family firm than a public, professionally operated com- 
pany, and this was one of its great strengths. 

Overall the book is well written and easy to read. The illustrations, maps and 
tables are apt and numerous, the bibliography large and comprehensive and the 
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quality of production is high. This must be the definitive study for the foresee- 
able future and both author and publisher are to be congratulated on a first rate 
piece of work. 


Thames Valley University JOHN ARMSTRONG 


RORY MILLER, Britain and Latin America in the Nineteenth and Twentieth 
Centuries (London: Longman, 1993. Pp.xiv + 327. £32 hb, £12.99 pb). 


The very general title of this volume, and its publication in a series aimed 
principally at undergraduate students, might not immediately recommend it to 
the business historian. Yet Miller writes from an extensive knowledge of the 
archives of Angio-Latin American firms and of the copious case-study literature 
of the past 20 years about a relationship which, during its most intense phase, 
was primarily commercial. So while the book seldom has more than a few words 
to say about any individual firm, it is well calculated to contextualise further 
research on British business in Latin America, and the perfect guide for the 
hapless corporate historian whose subject turns out to have had a subsidiary in 
Buenos Aires or Rio. Besides this, in the more general debate about the 
character of British nineteenth-century direct foreign investment through free- 
standing companies Latin America is of central importance. Miller provides a 
succinct and comprehensive survey of the history of this form of investment and 
backs it up with 30 pages of bibliography. 

Up to 1914, diplomatic history and the history of trade and investment are 
treated separately; thereafter, as befits a less liberal century, the account is fully 
integrated. The rapid decline in the importance of the relationship from the 
1940s is reflected in the allocation of seven chapters to the earlier period and just 
three to the later one. 

Though some attention is given to changing forms of business organisation 
and the place of Latin American trade and investment in the more general story 
of British economic decline, historiographic discussion is dominated by the 
debates about informal imperialism, dependency, and unequal negotiation 
which provided the context for most of the archival work on British business in 
Latin America that was carried out between 1965 and 1985. This means that the 
general business historian may feel some disappointment that there is not more 
extended and comparative discussion of issues of managerial control and corpor- 
ate strategy. But it could hardly have been otherwise, for the purpose of the 
series is to present the historiography as it is, not as it might be. This Miller does 
with exemplary clarity, finding a moderate, structuralist path between Latin 
American nationalism and the conservatism of Christopher Platt which is at 
times almost exasperatingly fair. On the one hand, there was ‘no joint project 
shared by government and merchants’, on the other hand, Miller is impressed by 
the structures of everyday influence established by British firms in the nine- 
teenth century and by the impact, especially on Argentina, of the remorseless 
logic of great power politics and neomercantilist commercial policies after 1914. 


University of Warwick CHARLES JONES 
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JON TETSURO SUMIDA, In Defence of Naval Supremacy: Finance, Technology and 
British Naval Policy, 1889-1914 (London and New York: Routledge, 1993. 
Pp.xx + 377. £12.99). 


This paperback is a reissue of a book originally published in hardback in 1989. It 
is not aimed primarily at business historians and its greatest impact has been in 
naval history, where quite a stir was caused by Sumida’s claims that British naval 
gunnery could have been significantly better at Jutland if a range-finding system 
available before 1914 had not been blocked by conservative elements at the 
Admiralty. 

Nevertheless, although there is a mass of technical material relating to the 
problems of long-range gunnery, there is also a lot of material for business 
historians interested in naval procurement. Sumida has made extensive use of 
the papers of Arthur Hungerford Pollen, who was both the inventor of an 
improved system of naval gunnery and managing director of the two companies, 
Linotype & Machinery Ltd and Argo, which developed the instruments for the 
system. Pollen’s attempts to persuade the Admiralty to adopt his system and to 
buy his firm’s products are set in the context of long-run developments in naval 
technology and of financial constraints arising from the doctrine of balanced 
budgets. 

The Admiralty certainly seems not to have appreciated the problems that a 
small firm faced in finding the capital to develop and manufacture what was for 
the period a technically advanced system of directing naval gunnery. A penny- 
pinching attitude inherited from the Gladstonian era of public finance made the 
Admiralty reluctant either to buy the monopoly of Pollen’s system at a price that 
would have given him the necessary capital or to make advance payments prior 
to a decision to adopt the system. However, these difficulties do not seem to 
have been the fundamental problem. Again and again, by Sumida’s account, the 
Admiralty failed to test the Pollen system fairly against a rival system developed 
by a naval officer, Frederic Dreyer, who was one of the gunnery specialists in a 
position to pronounce on the merits of the Pollen system. If the gunnery 
specialists did not press the Admiralty’s contracts branch to release funds for 
Pollen, it is hardly surprising that the purse strings were not relaxed. 

Financial factors may well have played some part in determining the 
Admiralty’s preference for the Dreyer system, given that the cost of fitting 
Pollen’s system to a capital ship, £2,350, was more than three times that of its 
rival. However, given that the cost of a capital ship rose from £1,536,000 in 
1908/9 (HMS Neptune) to £2,686,000 in 1912/13 (HMS Queen Elizabeth), 
economising in the gunnery system would appear to have been a case of spoiling 
the ship for the sake of a halfpenny’s worth of tar. The crucial questions related 
to the relative technical merits of the two systems, hence the need for Sumida to 
go into considerable technical detail. He successfully elucidates the principles of 
gunnery and range finding and thereby sets a high standard for business histor- 
ians dealing with naval procurement to follow. 


University of Stirling G C. PEDEN 
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NICK TIRATSOO and JIM TOMLINSON, Industrial Efficiency and State Interven- 
tion: Labour, 1939-51 (London and New York: Routledge, 1993. Pp.213. 
£37.50). 


This book is an unashamed defence of the Labour Party against the charge that 
it had only muddled and half-baked ideas on how to modernise British industry, 
and that during the 1940s the party in government failed to seize the opportunity 
for a ‘radical reconstruction of the supply side of the economy’. In best court- 
room practice, the defence opens by casting doubt on the reliability of various 
witnesses for the prosecution and accuses them of neglecting important areas of 
evidence. Historians who concentrate on the macro-economic aspects of policy 
and performance, and economists who prefer to ruminate on the efficiency of 
resource allocation rather than on productive efficiency, are accessories to the 
fact that academics have neglected to make a close study of the Labour Party’s 
concern with productivity and industrial efficiency. Tiratsoo and Tomlinson 
accuse the likes of Marquand, Miliband, Middlemas and their uneasy bedfellow, 
Barnett, of having preferred assertion to argument and, as a consequence, of 
having ‘simply got it wrong. The Attlee Governments were very interested in 
industrial modernisation and did develop appropriate policies to pursue this 
goal’ (p.19). 

This counter-accusation that many writers have glossed and glided over the 
thinking of the Labour Party on industrial efficiency is well made. This book 
details clearly the concern of sections of the Labour Party with industrial 
efficiency, and the support which they gave to the establishment in the late 
1940s of organisations such as the British Institute of Management, the 
Personnel Management Advisory Service, and the Urwick Committee on 
Management Education, which reflected the heightened concern with the 
need to improve the quality of management in many British industries. 
In much of this, the outstanding Labour personality is Stafford Cripps. 
He emerges more than ever as a man of vision, with a determination to force 
wider consultation between managers and workers. That the private papers of 
Cripps are being sat on and not being made available so that a decent 
biography can be written of this increasingly interesting figure in British his- 
tory is shameful and not far short of being scandalous. Yet, it is the domi- 
nance of Cripps in leading the Labour Party to address the issue of industrial 
efficiency which raises doubts about some of the stronger claims made by 
Tiratsoo and Tomlinson in their conclusion. They claim to have ‘demon- 
strated that the Government remained very concerned about the issue 
throughout the whole period’, whereas the evidence of the book is that only 
some sections of the government had this concern. Having clearly demon- 
strated that sections of the Labour Party were very involved in examining 
means to improve industrial efficiency, there is a tendency to push the case 
too far and imply, and occasionally state, that this level of concern was 
shared by the Attlee government as a whole. There is also an inclination to 
move between evidence drawn from Party papers to summaries embracing 
government, without drawing a sufficiently sharp distinction between the 
Labour Party and government. 

In short, this book clearly demonstrates that important sections of the Labour 
Party were very interested in improving industrial efficiency, and that ministers 
like Cripps maintained this concern in government. The extent to which Cripps’ 
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willingness to move beyond rhetoric to action was shared by the Attlee govern- 
ment as a whole is less certain. 


University of Edinburgh MARTIN CHICK 


GEORGE G BLAKEY, The Post-War History of the London Stock Market (Mercury 
Books, 1993. Pp.ix + 364. £19.95). 


Yesterday’s news is not today’s history but merely the material from which it is 
created. George Blakey is not aware of that, and so I doubt if most of the 
readers of Business History would recognise this book as a contribution to the 
subject. This is not an attempt to describe, explain and analyse the progress of 
the London Stock Market since 1945. Instead it seeks to chronicle the financial, 
business and monetary history of the UK on a year-by-year basis with little 
attention to either perspective or lessons. City short-termism is clearly evident 
here! 

Prior to 1966 the chapters treat groups of years (1939-45, 1945-50, 1951-55, 
1956-60, 1961-65) though within these the account is on an annual basis. These 
early chapters are relatively thin and tend to concentrate on indicating whether 
the FT index was rising or falling, and the most noteworthy features. From 1966 
until 1992 each year gets a chapter of its own, and there is a tendency for each to 
get longer as Blakey reports more and more of the FT headlines. As well as the 
ups and downs of the FT index, and background political, international, mone- 
tary developments, there is a growing account of a small number of companies 
and individuals that the author has selected for study. Thus the progress of such 
companies as Hanson Trust, BTR, Racal and Williams Holdings is viewed 
year by year as are the activities of such entrepreneurs as Slater, Goldsmith, 
Maxwell and Nadir. However, there is little attempt to investigate their corpor- 
ate strategies or compare the successful with the unsuccessful. 

Generally, I find this approach rather repetitive with no clear idea of what it 
all meant — a series of out-dated headlines rather than an understanding of what 
was happening. There is only one year — 1974 — when the approach works, for so 
much took place that year that Blakey manages to tell a rather interesting story. 
However, most years were not sufficiently noteworthy in themselves ~ as self- 
contained units — to generate sufficient activity for the Blakey approach to work. 
Consequently, I have difficulty in knowing why anyone would want to read 
this book for a glance at the FT index would be equally rewarding (and 
interesting?). 


University of Durham R.C MICHIE 


WENDY HABGOOD (ed.), Chartered Accountants in England and Wales: A Guide 
to Historical Records (Manchester: Manchester University Press in association 
with the Business Archives Council, 1994. Pp.ix + 241. £40). 


This book joins volumes on the brewing and shipbuilding industries, ın the series 
promoted by the Business Archives Council, as a most welcome revelation of 
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source material. It is particularly pleasing to see a guide which enables an 
increase in knowledge of the development of the professions in Britain, a topic 
which has only relatively recently emerged from neglect. The book also contrib- 
utes directly to the history of the accountancy profession, since the introduction 
by Peter Boys provides a neat statement of the evolution since the late nine- 
teenth century of the professional bodies, the nature of the work of accountants 
and especially the individual practising firms. The core of the work lists the type 
and location of surviving records of 182 of these partnerships, along with those 
of the Institute of Chartered Accountants in England and Wales. A short history 
of each firm and the Institute has been added, while suggestions for further 
reading are extensive. The listing is backed by an analysis of the nature of the 
records and of how they might be used to investigate influences of accountants 
on other sectors of the economy, as well as the growth of particular firms and 
technical developments in accounting, auditing and taxation. The survey of 
firms has covered a wide cross-section of Institute members in terms of age, size 
and location. 

Arguably the greatest achievement of the survey is in causing a large number 
of firms for the first time to realise the value, and consequent need for preser- 
vation, of their holdings of records which are no longer current; these records 
belong both to the partnership and to its corporate and private clients. Several 
firms have recently deposited significant holdings in local record offices. It is a 
pity that the survey was not initiated sooner, since it might have prevented some 
of the widespread destruction of material which was deemed to be no longer 
relevant. The frequent mergers of accountancy firms over the past quarter- 
century have probably been the main cause of such destruction. The outcome is 
that, though some very recent as well as early records are listed, only a relatively 
few firms have retained a balanced collection of documents which include long 
series of items such as minute books and ledgers. On the whole these are smaller 
provincial firms. The shortage of profit series which would allow assessment of 
profitability is one disappointment for the business historian, especially as the 
constitution of firms as partnerships means that they have escaped any require- 
ment to publish their financial performance. Nor do accountancy firms stand 
comparison with banks as sources of information on clients. A further drawback 
is that, though firms’ working papers on clients form the bulk of their records, 
this third category is excluded from the guide, since firms class it as confidential. 
Nevertheless, researchers are now able for the first time to approach directly a 
large number of accountancy firms with requests for access to records. For large 
firms, moreover, the records include their international connections. 


JUDITH WALE 


DAVID BLACKBOURN and RICHARD J EVANS (eds.), The German Bourgeoisie 
(London and New York: Routledge, 1993 (hardback edn. 1991). Pp.xix + 337. 
£12.99). 


Faced with the disasters which befell their country from 1933 onwards, many 
German historians tended, after World War H, to focus on the missing 
bourgeois-liberal revolution as the cause of the political weakness which allowed 
totalitarian barbarism to take over with such ease. It was the middle classes 
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which had let them down: while building up a mighty industrial machine which 
could so easily be turned to military purposes, they left an unregenerate landed- 
military caste in power, together with an autocratic tradition of government, to 
speed Germany on her uniquely fateful course, the Sonderweg. 

By the early 1980s this had virtually become the new orthodoxy, but it was 
shattered by the work of two British historians, Blackbourn and Eley, both of 
whom are represented in this collection of essays. Unusual though it is for 
historians to be influenced by foreigners in their views of their own history, it 
may be said that things have never been quite the same since in German 
historiography. Former certainties have once more become the subject of 
debate. One of them was the notion that one cause of the weak response of the 
German middle classes to the challenges of the nineteenth century was the 
aristocratic embrace, the admiration and respect among them for titles and 
military honours, and their wish, above all, to leave their own station for an 
estate, a title and a commission in the army. Questioning this assumption is the 
common thread which runs through almost all the contributions assembled here. 

Germans tend to distinguish between the propertied and the professional 
middle classes. Both are treated in this volume. The efforts to achieve indepen- 
dent status on the part of lawyers and doctors are described by Michael John and 
Paul Weindling, respectively. Geoff Eley rescues German Liberalism from its 
poor image, Dolores Augustine specifically denies the aristocratic embrace 
theory and Blackbourn, one of the editors, provides an overview. Other topics 
treated are the drive to induce love of country in the people of the Palatinate 
(Celia Applegate), and the wide social recruiting ground of the Nazi Party 
(Thomas Childers). In an otherwise brilliant essay on duelling, however, Ute 
Frevert fails to convince: it is difficult to avoid the conclusion, even on her own 
evidence, that middle class students, and their elders, took to duelling as a form 
of aping the upper classes, rather than to boost their own personalities: in this 
field, incidentally, the differences with contemporary student practices in 
Britain are particularly striking. 

Readers of this journal will be most interested in the three essays dealing 
specifically with businessmen. Karin Kaudelka-Hanisch explains, on the basis of 
research in two important regions, that the coveted but empty title of 
Commercial Counsellor, because it was available to businessmen only, did not 
represent a hunt for aristocratic honours. Richard Evans, one of the editors, 
shows that the Hamburg business elite, governing an ‘independent’ city state, 
had no need to hanker after the glories of the landed nobility - but then, 
Hamburg was an exception. Dick Geary, viewing the paternalistic policies of 
many of the largest German firms, concludes that they were not copying feudal 
attitudes, but were reacting rationally in their own interest to the problems 
confronting them in their labour relations. 

All in all, the points are well made, and these essays provide an exceptionally 
valuable insight into some key aspects of recent German economic and business 
history. 


University of Sheffield SIDNEY POLLARD 
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ROBERT FOX and ANNA GUAGNINI (eds.), Education, Technology and Industrial 
Performance in Europe 1850-1939 (Cambridge: Cambridge University Press, 
1993. Pp.302. £35). 


This book examines the development of higher technical education and the 
preparation of engineers for industry from the mid-nineteenth century up to the 
Second World War. After a general introduction, the book is divided into four 
parts. The first part, entitled ‘Setting the Pace’, has articles by Guagnini, 
Grelon, and Konig respectively on the training of mechanical engineers in 
Britain, engineers in France, and technical education in Germany. The second 
part, ‘Coping with the Giants’, has articles by Baudet, Ahlstrom, Riera i 
Tuebois, and Guagnini on engineers and technical education in Belgium, 
Sweden, Spain, and Italy. In some ways, this is one of the most valuable parts of 
the book, providing an overview of these countries’ less well-known systems, 
how they tried to borrow from their larger German and French neighbours, and 
how their distinctive systems developed through borrowing and adaptation. 
There are particularly good case studies of Sweden with its unified national 
system, high status for engineers, and their take-up by big firms, and of Italy 
with a number of good engineering schools but an oversupply of their product in 
relation to the demands of industry. The third part, entitled ‘The Exploitation of 
Knowledge’, presents two very useful case studies, one by Fox on education, 
innovation, and performance in the French electrical industry, and a compara- 
tive piece by Williams on the precision instrument industry in Britain and 
France. The final part provides a ‘Transatlantic Perspective’ with an article by 
Donovan on university education and American industry which provides a good 
overview of American traditions, the influence of Germany in the late nine- 
teenth century, and the distinctiveness of America’s broad-ranging system of 
university education. 

The authors discuss certain similarities between the countries. One they stress 
is how in the 40 years or so before the First World War in all the countries the 
task of training engineers in universities and other institutions emerged as a 
problem and set of initiatives. In all these countries engineering education had 
to confront prejudices such as those posed by humanistic, literary traditions and 
those posed by older traditions of civil and mechanical engineers against newer 
types of industrial engineers. For British readers this provides a useful corrective 
against accounts such as those of Martin Wiener and Correlli Barnett which 
state that this prejudice was a peculiarly British phenomenon. In all the 
countries there also developed a growing ‘academisation’ of technical education 
as educators sought to raise the academic status of their subjects. Despite these 
similarities, the country cases show clearly that the outcome of these processes 
and different patterns of growth led to very different arrangements for the 
education and training of engineers. The editors are, however, at pains to stress 
that there was no universally applicable ideal of education for industry. 

The strengths of the volume are in terms of a well crafted (or happy acciden- 
tal) choice of countries, both large and small, leading and later industrialisers. In 
all cases the articles bring out the complexity of the links between educational 
institutions, industrial employers, professional bodies, and governmental agen- 
cies at both national and local levels. The authors reject a simple notion of a 
direct link between education and industry: industry was not the main shaper of 
technical education; technical education did not have a direct causal effect on 
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economic performance, but was a facilitating and permissive factor. Moreover, 
as a number of the authors (Guagnini, Ahlstrom, Fox) stress, educational 
supply did not automatically create its own industrial demand. On the other 
hand, a related weakness of the collection (far from unique to this volume) is 
that it has difficulty in making the purported links between education, tech- 
nology and economic performance as promised in the title. Some of the country 
case studies, for example those of Germany, Sweden, and Italy, are better in 
exploring this link than others. The two articles which come nearest to establish- 
ing links are the excellent industry case studies by Fox and Williams, and this 
suggests that, in the absence of quantitative data and the ability to do correlation 
studies, the best way forward may be to have more industry- and firm-level 
studies. In this context, more might also have been said about individual firms, 
the extent to which they recruited graduates, how they used them, what sort of 
careers they were offered, and how the training and work of higher engineers 
related to that of other classes of labour within the firm. Such detailed case 
studies would offer further clues to the link between education, technical 
innovation, and economic performance. 

Overall, however, this is an excellent collection which will be of great use to 
scholars in the areas of education and training, technology, and economic 
history. It could be used with benefit for teaching on both undergraduate and 
graduate courses. 


University of Oxford HOWARD GOSPEL 


VERA ZAMAGNI. The Economic History of Italy, 1860-1990: Recovery after 
Decline (Oxford: The Clarendon Press, 1993. Pp.xv + 413; maps. £40). 


Twenty years ago, determined to incorporate a chapter on Italy into a general 
economic history of Europe in the period after 1860, I had the greatest difficulty 
after having read everything on the subject in putting together 20 incoherent 
pages. The whole of this lengthy book has been compiled from research done 
since that time, some of it by the author herself. It is a remarkable transform- 
ation; the energy of its historiography has matched that of the country’s devel- 
opment. It also replicates some of its features, for large parts of the book are 
devoted to the history of manufacturing industry and to government policy. 
There is not much about agriculture, which still occupied more than 40 per cent 
of the employed workforce in 1945, nor about the small and seemingly dynamic 
small business sector often operating in conditions of comparative international 
advantage and on which the impact of government policy was remote. This 
reflects the balance of recent research, and there was probably not much the 
author could do to correct that. For business historians the second weakness is 
probably more serious, but is no doubt their own fault. 

It is one of the author’s contentions that the rise of Italy to the rank of the 
world’s fifth biggest manufacturing economy is a long-run history, rather than a 
‘break through’ in the 1890s followed at some distance by a ‘miracle’ in the 
1950s. Accordingly, the work is rich in information about the sectoral develop- 
ment of manufacturing, copiously illustrated from the history of major com- 
panies. It also deals comprehensively with the convoluted history of the banking 
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sector and its connections with public enterprise arising, usually unwillingly on 
the part of the state, out of the collapses in severe downturns of the ‘mixed’ 
banks which followed the German model. A further strength of the book is the 
author’s interest in long-run social history. The reader will be struck in following 
the sections on social history by how little improvement in living standards, if 
any, matched the industrial developments of the inter-war period. In overall 
conception therefore the volume strikingly resembles Sir John Clapham’s much 
thumbed classic, Economic History of France and Germany. It has a solid 
nineteenth-century feel, counts cotton spindles and tons of steel, and eschews 
flights of abstract econometric fantasy. The difference is that long-run growth 
accounting has been grafted on to the story, so the work is less episodic than 
Clapham’s. Where this strict focus on the national economy becomes more 
difficult, after 1952, the work thins and only the last 45 pages of text deal with 
the years between 1952 and 1990. For teachers, students and general readers 
alike the book is extremely useful. Its footnotes are an invaluable guide to where 
to turn for additional information. It is infused with Professor Zamagni’s 
indefatigable and attractive enthusiasm for her subject and seasoned with much 
lively personal commentary. It can be highly recommended and should go in 
several copies on to library shelves. 


London School of Economics and Political Sctence ALAN S MILWARD 


YRJO KAUKIAINEN, A History of Finnish Shipping (London and New York: 
Routledge, 1993. Pp.xvi + 321; statistics and graphs. £45). 


Kaukiainen’s book on the history of Finnish shipping is the first book in a new 
series on national maritime histories edited by Lewis R. Fischer. According to 
the editor, all the volumes will place the development of maritime transport 
within the context of the societies and economies from which they arose. 

In the period that Kaukiainen covers in his book — from the Middle Age to the 
1990s - maritime transport was always important to Finland. To the west and 
south the country is separated from its neighbours by the Baltic Sea and the Gulf 
of Bothnia. To cross the ocean has for centuries been necessary to take advan- 
tage of Finland’s rich natural resources and export products like tars and timber. 
However, despite Finland’s dependence on the sea and her export industry, she 
has never been among the most important shipping nations in the world. One 
explanation to this is to be found in Finland’s political history. Finland was a 
part of Sweden until 1809, when she became a part of Russia. Finland became 
independent during the last phases of World War I. By continuously reminding 
the readers of Finland’s geographical situation, the economic importance of the 
Finnish forests, and the changing political conditions, Kaukiainen really suc- 
ceeds in placing the history of Finnish shipping in a broader economic history 
context. 

According to Kaukiainen, processes outside Finland have had decisive influ- 
ence on the development of the country’s shipping. In the seventeenth century, 
the Swedish government prevented Finland from developing a fleet to export tar 
west of the Danish Sounds. This was done by giving shipping companies from 
Stockholm in Sweden the sole right to export tar and pitch from Finland. At the 
same time the Finnish peasant fleets, consisting of small ships that crossed the 
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Baltic Sea and Gulf of Bothnia, expanded primarily due to the growth of 
Stockholm, which led to an increase in demand for Finnish food, wood and 
other rural products. In the eighteenth century, the Swedish Navigation Act 
(1724) led to better conditions for Finnish shipping, and long-distance shipping 
grew rapidly as the demand for timber increased in Europe. In the nineteenth 
century Finland was able to strengthen the long-distance shipping industry. 
Being a part of Russia in the nineteenth century was not a hindrance for the 
Finnish fleet to take a greater share of the transport of Finland’s export 
products, and to compete even in the Mediterranean. At the same time the 
peasant fleet also developed further due to the increase in demand of transport 
to St Petersburg. Kaukiainen’s analysis of the ‘golden days’ of Finnish shipping 
up to 1875, and the decline of the industry to 1914, is a stimulating highlight, and 
reveals a well-trained historian. 

The new series will, according to the editor, publish a variety of comparable 
national histories, and by this provide the building blocks for truly international 
syntheses. This aim is reflected in the structure of this book, and Kaukiainen’s 
analysis as well as his many tables are well suited for international comparisons. 
However, seen from a business historian’s point of view, it seems that the 
organisational aspects of the shipping industry could have been more focused. 
Kaukiainen could have used more pages on the organisation and structure of the 
Finnish shipping companies without losing his main perspective. The way the 
author distinguishes between the merchant fleet and the peasant fleet shows his 
ability to deal with organisational issues, even though some questions on how 
the peasant fleet was organised remain unanswered. Despite this weakness, 
Kaukiainen has set a standard which hopefully will be followed up in the next 
volumes of the series. 


Norwegian School of Management ROLV PETTER AMDAM 


CHARLES E. FREEDEMAN, The Triumph of Corporate Capitalism in France, 1867- 
1914 (Rochester, New York: University of Rochester Press, 1993. Pp.xv + 147. 
£35). 


In 1979 Charles Freedeman published Joint-Stock Enterprise in France, 1807- 
1867: From Privileged Company to Modern Corporation. The volume examined 
the growth of the corporate form of business organisation in France from the 
Code of Commerce of 1807 until the legal changes of 1867, which enabled the 
formation of corporate businesses without recourse to specific government 
authorisation. The Triumph of Corporate Capitalism in France, 1867-1914, 
published posthumously, continues the analysis of corporate French business 
organisation up to the First World War and emulates the standard of scholarship 
attained in the earlier book. The two volumes together provide a possibly 
definitive view of the development of corporate organisation in France and the 
implications of that organisation. 

Freedeman explains the legal changes of 1867 which liberalised the ability of 
business to incorporate and enabled the widespread formation of the Société 
Anonyme. He describes the growth in the number of corporations and argues 
that Sociétés Anonymes had come to dominate the French economy by 1914, 
providing the chief vehicle for the developing capitalist economic system. 
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Corporate capitalism triumphed in France as elsewhere. The contemporary 
controversy between those who wished to see a greater exertion of control over 
the formation and operation of corporations and those who sought further 
liberalisation is examined. Freedeman recognises the outcome of the debate as a 
middle course being steered between the pressures of restriction and liberalisa- 
tion. The growth of the corporate form, its legal context, its impact on other 
forms of business organisation, and its effect on industrial concentration are 
traced in impressive detail, with the help of a widespread analysis of contempor- 
ary publications and archival sources. But the value of the volume extends well 
beyond this analysis and beyond what its title suggests. Almost half the book is 
concerned with the broader debate about industrial finance in the second half of 
the nineteenth century in France. Freedeman reinforces the view that capital 
exports from France were not at the cost of capital supply to home industry and 
he discounts the common charge that the banks, by helping the flow of funds 
abroad, starved domestic industry of much-needed capital. He suggests that 
contemporary complaints, which have influenced subsequent debate, originated 
in large part from ‘marginal industrialists, who through incompetence, technolo- 
gical obsolescence, or lack of competitive advantages, were poor risks’ as well as 
from publicists concerned about the pace of French economic growth, from 
nationalists, and from those on the left opposed to monopoly financial capita- 
lism. Freedeman finds that the export of capital was a logical result of a 
favourable trade balance; the capital exports were directly related to the per- 
formance of the economy; and that returns from previous investments came to 
more than cover the cost of new investment. On the whole his evidence 
exonerates the banks from starving industry of capital and suggests that those 
who wished to use outside funds generally could obtain the capital and credit 
they required, if they were reasonable risks. Banks, he insists, always stood 
ready to assist such enterprises, but the financial practices of corporations 
limited demands for external financing. 

Freedeman concludes that the French capital market became quite efficient 
and that common generalisations that banks declined to support domestic 
industry, and that French corporations were forced to rely on retained earnings, 
may be ‘relegated to the dustbin’. It is however necessary to point out that his 
case studies of industrial finance do not include a broad spectrum of manufactur- 
ing industry, being based on examples from iron and steel, mining, engineering, 
electricity and gas, transport and housing. The Triumph of Corporate Capitalism 
in France takes the debate about industrial organisation and finance a large step 
forward. The breadth of evidence surveyed is impressive and the implications of 
Freedeman’s findings for an understanding of capitalist development in France 
are substantial. 


University of York D.T JENKINS 


FRANCOIS CROUZET (ed.), The Economic Development of France since 1870 
(Aldershot and Brookfield, Vermont: Edward Elgar, 1993. 2 Vols./Vol. I pp.xix 
+ 390, Vol. I pp.x + 592; statistics, maps and graphs. £185). 


For those of us who teach the economic history of France these two volumes are 
very useful indeed. The first in a series edited by Charles Feinstein on the 
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Economic Development of Modern Europe since 1870, they reproduce well- 
known articles but also more elusive chapters in edited books on selected 
themes and controversies in the economic historiography of France since 
the Second World War. Although all the contributions are in English, 15 out 
of the 36 are written by French economic historians. 

As Francois Crouzet explains in his introduction, economic history as a 
discipline developed relatively late in France and is more overtly politicised than 
elsewhere. While France’s defeat in 1940 and subsequent dependence on 
American aid stimulated American interest in the origins of French economic 
decline, it was not until the 1960s that French economic historians began to 
analyse the question. Since then the debate has focused broadly on whether the 
French economy has indeed been in long-term decline since the eighteenth 
century with some brief and uncharacteristic periods of rapid growth such as that 
of the ‘30 glorious years’, 1945-1975, or whether it has simply followed a 
different path to development from that of other industrialised economies. 

In many respects it was David Landes who launched the debate in 1949 with 
his seminal article on ‘French Entrepreneurship and Industrial Growth in the 
Nineteenth Century’. Although his conclusion reinforced French left-wing 
prejudices about the ability and culpability of French industrialists, Landes’ 
underlying assumption that the French economy performed badly in the nine- 
teenth century fitted in with the well-established right-wing view that the legacy 
of the French Revolution of 1789 had been disastrous for the economy. With the 
subsequent publication of research carried out by the ISEA (the Institute for 
Applied Economics) under the direction of the East European emigrés Jean 
Marczewski and Tibor Markovitch, as well as the most recent volumes of the 
series edited by Labrousse and Braudel on the economic and social history of 
France, the terms of the debate have shifted. Crouzet has grouped together in 
part I seven key contributions to this debate. Subsequent sections then deal with 
particular issues in depth, namely quantitative data and agriculture in Volume I 
and human capital and technology, industrial studies, foreign connections, 
banking and money and recent developments in Volume II. 

One result is to show how influential Landes has been in setting the terms of 
the debate but how little of his original thesis still stands. Thus Maurice Lévy 
Leboyer in 1976 challenged the view that the small size of the average French 
firm inhibited economic growth, arguing that in some branches of industrial 
production economies of scale did not exist and that the flexibility of smaller 
firms enabled them to take risky decisions more easily than cumbersome larger 
firms. Similarly, James Laux showed how the leading French automobile firms, 
including Peugeot, the first in the world, were examples of tightly controlled 
family enterprises so condemned by Landes, while Patrick Fridenson charts the 
success of the industry up to 1979. The French were also the first in the world to 
set up department stores, as Theresa McBride points out in an article on Le Bon 
Marché. Emmanuel Chadeau in turn seeks to rehabilitate French entrepreneurs 
and industrialists by establishing that in the fields of aircraft design and engines 
the French led the world before 1914, but lost this lead in the period between the 
1920s and 1950s. 

Is the implication of these industrial studies that the traditional view of 
agriculture as the barrier to faster growth in the economy of nineteenth-century 
France is reinforced? The four articles selected by Crouzet adopt very different 
approaches to the question. Paul Hohenberg argues that, far from being 
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immobile, the French peasantry in the nineteenth century had to be extremely 
active in order to prevent change. Ultimately they were unsuccessful, since the 
changes which took place between 1862 and 1962 were considerable, as Nicole 
Soubeyroux-Delefortrie shows. In that case, why was French agriculture so 
inefficient, particularly in relation to that of Britain, ask O’Brien, Heath and 
Keyder. It was, they conclude, because a combination of demographic expan- 
sion and the system of property rights forced the French peasant farmer to 
extend cultivation into poorer quality land, which provided lower returns and 
less surplus for investment. If the small industrial firm has been rehabilitated, 
the small farm has not. 

Another area in which Anglo-French comparisons have tended to favour 
Britain has been that of foreign trade. But, as John-Vincent Nye argues, 
France’s trade regime was actually more liberal than that of Britain for most of 
the nineteenth century. That this was not perceived to be the case was because 
French trade as a proportion of total production was so much lower than that of 
Britain. Whether the same conclusions could be reached for the twentieth 
century would be interesting to know. But, as these two volumes testify, very 
much less research has been conducted into the economic history of France in 
the twentieth as compared with the nineteenth century. 

Apart from two brief spells in the inter-war period, the twentieth century has 
been a century of rising prices in France. This is reflected in the research, which 
tends to focus more on monetary than on real factors in explaining fluctuations 
in economic performance. This is particularly true of Barry Eichengreen’s 
approach to the problems of the instability of the French franc in the 1920s and 
the poor performance of the gold standard in that period. It is less true of Jean 
Bouvier, who shows how this financial instability weakened the links between 
French banks and industry in the inter-war period and although he stops short of 
blaming the banks for the low level of investment in the French economy in the 
1930s he does demonstrate how it insulated the banks from the worst effects of 
the depression. 

Explanations of how the French economy recovered finally from depression 
after 1945 and then grew at an unprecedentedly fast rate for 30 years are only 
beginning to challenge the conventional view that it was state-led. An article of 
mine on the political origins of the Monnet Plan and one by Francois Caron on 
the policy of the Ministry of Industry towards foreign investment in the chemical 
industry are brief excursions into this fertile area. Crouzet identifies other gaps 
in the historiography such as the effects of two world wars on the French 
economy as well as the effects of education and demography. Although these 
gaps are serious, they do not detract from the value of his effort in locating and 
assembling much of the best work in English on French economic history. But at 
£185 who will buy it? 


University of Manchester FRANCES M.B. LYNCH 


H G. SCHROTER, Aufstieg der Kleinen: Multinationale Unternehmen aus fünf klei- 
nen Staaten vor 1914 (Berlin: Duncker & Humblot, 1993. Pp.393. DM 138). 


During the past two decades, business historians have devoted considerable 
attention to the historical growth of multinational enterprises. Mira Wilkins 
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explored US multinationals and Geoffrey Jones did the same for the British 
ones. Scholars in this field have tried to build a bridge between history and 
economic theory. Recently Jones and Schroter edited a study on multinationals 
from continental Europe. The period before 1914, however, has remained 
largely unexplored. 

Schréter’s book highlights the rise of industrial multinationals from small 
countries in the period before 1914. He has set himself no easy task, as few 
macro-data are available. He has exploited stockmarket reports, company 
records and archives, and secondary literature. He has brought together data 
from 62 companies in five small countries (Switzerland, Belgium, the 
Netherlands, Sweden and Denmark) for the period 1870-1914. The material is 
presented very systematically in 94 tables and 35 graphs. Some tables and graphs 
are a trifle misleading, since where figures are disaggregated to reflect individual 
countries and industries, the sample size is very small. 

Schröter uses a rather restricted definition of a multinational company; he 
includes only companies that owned and controlled two production units in two 
different foreign countries or three production units in one foreign country. 
Moreover, a company is only considered to be a multinational enterprise when 
foreign production requires a certain level of management. He also excludes 
companies with production units in the colonies of their own country. He argues 
that the colonies had the same law system, currency and official language as the 
national countries they belonged to and therefore did not require a special effort 
from the entrepreneurs. This is debatable. In my view, doing business in Asia, in 
a completely different climate and cultural surroundings, demanded a far 
greater entrepreneurial effort than to set up a production unit a few miles 
removed from the national border. The exclusion of investment in colonies 
makes the outcome of Schréter’s study difficult to compare with British results, 
as these studies do not make this particular restriction. 

Schroter analyses his data using several theories of the multinational com- 
pany. At the same time, he tests the effectiveness of these theories. He con- 
cludes that internalisation theory has great explanatory value. He even makes 
one, not very convincing, attempt to calculate transaction costs by comparing 
the costs of export from Switzerland with the costs of production in France. His 
figures show that production in France was cheaper. However, the costs of 
monitoring the subsidiary from Switzerland were not included, nor the effects 
on the scale of operation. 

Multinationals from small countries did not follow the growth path Chandler 
described for US, British and German companies. While the US multinationals 
expanded at home before they invested abroad, the companies from small 
countries combined their expansion with foreign direct investment. The small 
size of their home market dictated this course. Also, the multinationals from 
small countries had not yet developed hierarchical management structures: their 
size did not require it. The product life-cycle theory of Vernon had little 
relevance for multinationals from small countries, as these companies went 
abroad early on in their expansion phase. That does not mean that technology 
transfer was not important. Quite the contrary: Schréter found that technology 
was transferred via many foreign production units. The foreign investment from 
small countries was motivated by marketing and strategic considerations far 
more than by governmental regulations. The small size of the home market 
forced expanding firms to look abroad for purchase and outlet. 
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Schröter shows very convincingly that multinationals from small countries 
were different from their counterparts from large countries. Multinationals from 
small countries were smaller, more flexible and more risk taking, but also more 
vulnerable. The key to understanding the development of multinationals from 
small countries is the small size of their home market. 

Schroter concludes that the world economy before 1914 was more interwoven 
than is often assumed. Had he included the colonies he might have found an 
even stronger interrelationship. Together, the five small countries possessed 
more multinational companies than the USA before the First World War. The 
question remains, how large were the foreign investments from small countries 
in 1914? At the moment there are only highly questionable estimates. I hoped 
that Schröter would produce new figures or at least a calculated guess, but he did 
not. Nevertheless, the book is a major step forward in an area that still needs a 
great deal of research. Priorities for the future are the free-standing firms and 
the international trading companies. 


Erasmus University Rotterdam KEETIE E SLUYTERMAN 


ULRICH WENGENROTH, Enterprise and Technology: The German and British Steel 
Industries, 1865-1895 (Cambridge: Cambridge University Press, 1993. Pp.xiii + 
293; illus.; tables. Translated by Sarah Hanbury Tenison. £45). 


Professor Wengenroth’s detailed comparative account of the performance of the 
British and German steel industries was first published in Germany in 1986, and 
was immediately recognised as a major work on the history of European 
steelmaking (see the review by Richard Overy, Business History, Vol. 30 (1988), 
pp.370~72). Historians who are unable to read German (this reviewer included) 
will therefore welcome this English translation of the original edition, which the 
author has left unaltered. Using an impressive array of company archives and 
contemporary sources, the business strategies and production technology in the 
heavy branches of the German and British steel industries are assessed, with 
particular reference to a question that much concerned economic historians a 
decade or so ago — alleged British entrepreneurial ‘decline’ in the steel industry 
in the late nineteenth century. The author finds little evidence of it, at least on 
technical matters: though some criticism of British steelmakers is implied by the 
conclusion that German superiority stemmed from a far more collectivist out- 
look, alongside a national economic policy which favoured the country’s steel 
industry. Debates over the nineteenth-century steel industry are currently less 
fashionable, but Wengenroth’s painstaking scholarship still stands as an import- 
ant contribution to wider discussions on Anglo-German economic development. 


University of Sheffield GEOFFREY TWEEDALE 


PERRY R. WILLSON, The Clockwork Factory: Women and Work ın Fascist Italy 
(Oxford: Clarendon Press, 1993. Pp viii + 291. £35). 


The experience of industrial labour from a gender-unbiased perspective has 
been sadly neglected by business historians. This work begins to fills the lacuna. 
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Willson examines the operation of the pioneering Italian Magneti Marelli 
engineering firm under Fascism in terms of workers’ perceptions of both the 
labour process and its socio-political context. The remarkable expansion of the 
company in the inter-war years appeared to be the result of its management’s 
lucrative Fascist connections, close links with FIAT and innovative marketing 
techniques; but emphasis is also placed on managerial strategies to extend 
labour productivity through incentive schemes and welfare provisions. A careful 
examination of the organisation of the work process, experimentation with 
revisionist Taylorist principles, employers’ efforts to create a consensual factory 
culture, and the response of labour to these forces, forms the core of Willson’s 
study. Gender divisions in the workforce, which may well have supported 
managerial objectives, provide an important strand of the analysis of worker 
experience. Women comprised a large proportion of the Marelli labour force, 
but their confinement to low status, poorly rewarded work, as elsewhere in 
European manufacturing, protected men from female competition; and women 
from male hostility. Oral testimonies, some of which bear the rose-tint of 
nostalgia, suggest a surprisingly high level of cordiality and respect between the 
sexes. Gender distinctions permeated not only work. Participation in the leisure 
and cultural opportunities offered by the propagandist Dopolavoro was heavily 
weighted towards men, whose relative freedom from domestic responsibilities 
likewise permitted energetic engagement in political activity. Women were not 
indifferent to the significance of working-class action in the Fascist era, but with 
a few striking exceptions their involvement in politics tended to be of an 
auxiliary nature. 

A thorough investigation of Marelli archives and records of the Italian 
working-class movement, complemented by extensive, but less than critically 
appraised, interviews with former company employees, has provided Willson 
with the foundation for this fascinating and important portrayal of worker 
experience. The lucidity of the writing and the coherent organisation of the 
material presents in accessible form a range of subtle and complex issues which 
have rarely before been tackled in one study. Perhaps because of Willson’s 
concern to preserve the flow of the argument, however, a number of essential 
tables are relegated to an appendix, while incorporation in the text would seem 
more appropriate. That the firm was atypical does not diminish the significance 
of Willson’s hypotheses and conclusions. Business historians will welcome 
this novel analysis of both the operation of a form of scientific management 
from the perspective of the labour force and the specifically female responses to 
the industrial and ideological changes associated with, but not confined to, the 
Fascist era. This work marks an early stage in what is likely to be a long process 
of clarifying women’s previously obscured position in economic and political 
activity. In this study women are placed where they belong, firmly within the 
industrial labour force. Thus labour history and the history of women and work 
are enriched. A valuable contribution is also made to research on Italian 
Fascism which has been surprisingly silent on the experience of women, despite 
the emphasis in Fascist ideology on gender-distinct roles and Mussolini’s 
particular pronouncements on the woman question. Willson’s impressive study 
contains a number of unusual features, but above all, it forms a very welcome 
addition to the regrettably small collection of ‘feminist’ business histories. 


University of Leeds KATRINA HONEYMAN 


152 BUSINESS HISTORY 


R.W DAVIES, MARK HARRISON and sG. WHEATCROFT (eds.), The Economic 
Transformation of the Soviet Union, 1913-1945 (Cambridge: Cambridge 
University Press, 1994. Pp.xxv + 381. hb £40, pb £15.95). 


This book is part of the larger Soviet Industrialisation Project, in hand at the 
Centre for Russian and East European Studies at the University of Birmingham. 
For lecturers and their students alike it is a most welcome addition to the texts 
available to teach the economic history of the Soviet Union. It includes the last 
years of the Tsarist Empire and the collapse of the existing political order at the 
close of the First World War, it traverses the confusions of the inter-war period, 
and it effectively ends with the great triumph of the Second World War, a 
triumph of a different form of industrialisation than most role models of the past 
have presented, of the intervention on a massive scale of the state. It is, 
however, a text book with a difference. The broad outlines of the tale are 
familiar, and there are other texts which cover the same events, but this book 
assesses the Soviet industrialisation achievements (and failures) in a quantitative 
context, by the evaluation, and not merely illustrative use, of the economic and 
social statistics available. 

The central period in many ways is one of two contrasting decades. If the 
emerging Soviet Union of the 1920s pioneered a number of concepts regarding 
national income accounting, then the 1930s became something of a statistical 
mine-field for subsequent users because of ideological selectivity bias. 
Necessarily, therefore, this book is an objective assessment of what is available 
from within the Soviet Union, and also of the considerations and adaptations 
from Western economists and other commentators. Students who are otherwise 
at home with the descriptive approach should not be cowed by the implicit 
quantitative method employed here — it uses many numbers, but not in particu- 
larly advanced technical ways, and the extensive statistical appendix will be 
plundered for overheads by lecturers for years to come. 

If it is possible to define texts as of two sorts, then there are those which take a 
strictly chronological view of the past, and there are those which respect 
chronology but within a subject-based structure. This book is mainly of the 
second sort. Thus there are discrete chapters on the usual fare — agriculture, 
industry, transport, and so on — but also broader themes such as national 
income, and the two wars, in which a wide-ranging sectoral and thus unifying 
national economic brush is used. This is a readable treatment of the vital inter- 
war period of Soviet history in which the seeds of the new socialism were sown, 
but therein also was sown the destruction of the system in the late 1980s and 
early 1990s. 

The business history in this book is the business of the state. Even if under the 
last Tsar there were many features of the capitalist market economy, it was still 
an economy in which the heavy hands of the state were self evident, and even 
during the ideologically confusing period of the New Economic Policy the state 
continued to control most large-scale industry. At other times, during the period 
of War Communism and with the emergence of Stalin, the state was in full flow 
and control. It may not always have been successful, especially the agricultural 
policy of the 1930s, but this was a designer, preconceived, industrial revolution 
almost regardless of the political authority in power. 

The three editors and four other collaborators have produced a text which 
should have a long shelf life. But when the book is reprinted, as surely it will be, 
I hope the editors add one final chapter — a conclusion which not only ties up 
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what they see over their shoulders from the vantage-point of the late 1940s, but 
which also projects us into the uneasy future which we have lived over the last 50 
years. 


University of Hull MIKE TURNER 


THEO BALDERSTON, The Origins and Course of the German Economic Crisis, 
1923-1932 (Berlin: Haude & Spener, 1993. Pp.xxi + 501. DM 168). 


In this detailed study of the Weimar economy, the author sets out to challenge 
the view widely promoted over the past decade or so that the severity of the 
German slump was the result of pressure for high wages which made the 
industrial economy ‘unviable’. By assembling a very great deal of statistical 
evidence from contemporary sources, it is shown that high wage rates were the 
product of high labour demand rather than greedy unions, and that export 
competitiveness was not much affected by high labour costs. On this account the 
German economy was more affected by political expectations and external 
market constraints than it was by the behaviour of labour. 

Much of this is very persuasive. The profit squeeze which discouraged invest- 
ment in the late 1920s and accelerated the downturn of the economy is attribu- 
ted to excess capacity which paradoxically co-existed with high labour demand. 
The severity of the slump is attributed to other factors, some of them already 
widely accepted as causes — the deteriorating fiscal position of the Reich and 
public authorities, the volatility of the German bond market — and others that 
are less well known — the decline in infrastructure investment, and housebuild- 
ing in particular. By contrasting the performance of public investment in 
Germany and Britain during the slump, the author shows convincingly that the 
sharp fall in aggregate demand owed a great deal to the inability or unwilling- 
ness of German public authorities to maintain more than a fraction of the 
investment levels of the late 1920s. 

The reasons for the investment slump are many, but they boil down here to 
two key political issues: the growth of widespread business pessimism, and a 
continuing nervousness about the currency, brought on by the horrific experi- 
ence of inflation a few years before. Given that much of the argument in the 
book is based on a solid statistical foundation, it is something of an irony that the 
residual factors should turn out to be qualitative rather than quantitative. 
Though both elements are difficult to contest, their proof requires a rather 
different kind of evidence from that used here. Business confidence is a difficult 
thing to measure, though its state can be inferred from investment performance 
or the stock market, or levels of capital flight. It is difficult not to conclude that 
at least one component of that decline in confidence was the current belief that 
wage rates mattered, and the resentment of the business community at a state 
which they regarded as unfairly loaded in favour of labour. Only a few years 
before Germany seemed on the brink of a Bolshevik revolution; the spectre of 
the ‘end of capitalism’ revived again in 1929 and produced a curious paralysis 
among the businessmen and politicians who might otherwise have faced the 
slump with more vigour. 

Though this volume does not undermine Borchhardt’s view that the German 
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government had little room for manoeuvre during the late 1920s and early 
1930s, it does put the ‘real’ economy into a very different perspective. Rather 
than stagnating, the industrial sector was expanding employment, improving 
productivity and fuelling high export growth. What constrained further growth 
were the state of the world market and the peculiar nature of the German capital 
market following the inflation. To this might have been added the drag effect of 
agriculture, about which the author has only a few things to say. Yet the 
agricultural workforce was around one-third of the total, agriculture modernised 
very slowly or not at all, incurred high levels of debt (much of which was simply 
used to repay debts already raised) and became during the slump a very poor 
market for German industrial goods. The sharp decline in the terms-of-trade for 
farmers in Germany (and for primary producers abroad) may well have acted as 
a severe brake on economic growth, even allowing for lower food prices for 
city-dwellers. 

There is much in this volume to provoke thought and discussion. The statistics 
themselves are a very welcome addition to the literature, and are carefully and 
critically assessed throughout. This is essential reading for anyone with an 
interest in the debate on the German slump, or in the wider issues of business- 
cycle performance which this stimulating and wide-ranging book confronts. 


King’s College, London RJ OVERY 


ANNA CENTO BULL and PAUL CORNER, From Peasant to Entrepreneur: The Survival 
of the Family Economy in Italy (Oxford: Berg, 1993. Pp.ix + 174. £30). 


In this challenging, well researched and carefully argued book, the authors seek 
to contribute to the continuing debate about the nature and origins of small- 
scale industrialisation in Italy. They analyse the process of industrialisation in 
the province of Como in the course of the last two centuries, focusing on the 
adaptations of what they call the ‘pluriactive’ peasant household. The original 
and dominating feature of this process was the development of a rural workforce 
spawned by the emergence of the silk industry. 

Large peasant households — often comprising up to 40 members — under the 
compulsion of taxing share cropping arrangements divided themselves between 
the fields and silk spinning factories, often set up by their landowners and 
increasingly diffused in the countryside. By the end of the nineteenth century 
increasing opportunities in the manufacturing sector and a gradual shift towards 
cash rents allowed them to further diversify their activities, shifting from a 
strategy of mere survival to one of capital accumulation. The process was further 
accelerated by the First World War and while in the aftermath of the war large- 
scale land purchases momentarily seemed to realise the old peasant dream of 
security and economic independence, falling agricultural prices and better 
industrial wages conspired to bring about a permanent transition from ‘peasant 
worker’ to ‘worker peasant’ status. There was no exodus from the land, rather 
an extension and redefinition of pluriactivity to embrace not only wage-earning 
in manufacturing, but increasingly also self-employment and entrepreneurship. 
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After World War Two the region was marked by the growth of a number of 
industrial districts and subdistricts, based upon clusters of integrated, small- 
scale, family-based firms. 

This brief summary does very partial justice to the book’s detailed and 
complex analysis. The authors consider the Como area as offering a distinct 
model of industrialisation, one in which the rural exodus never took place and 
which is essentially family based. In this respect it should, they claim, be 
considered but a gradient on a scale of experiences touching the whole pre- 
Alpine region from east to west, and more recently many areas of central Italy 
as well. It stands out especially because of its long-term involvement with the 
silk industry, which provided a valuable school for the accumulation of skills and 
the gradual acquisition of a factory discipline. The fact that the transition 
towards a local economy based on small firms and peasant entrepreneurship was 
more protracted and mature, may well be the explanation of the late outstand- 
ing economic success of the area, as opposed to other more recent recruits to the 
model. 

Models must be the result of some degree of extrapolation. The question is 
whether they are comprehensive enough to retain a measure of explanatory 
power. The authors are obviously unhappy with concepts like urbanisation, the 
creation of an industrial proletariat, modernisation and secularisation. None of 
these, they say, applies to Italy, or at least to most of it. Most economic 
historians would agree: gradual industrialisation ‘from below’ is increasingly 
regarded as a vital component of the development of ‘Iate-comers’ such as Italy, 
Japan and even Russia. But can the sociological element really be singled out as 
the determining factor? Or, to put it in the authors’ same words, ‘can industrial 
competitiveness, as well as entrepreneurship be linked to social variables?’. In 
other words, is the emergence in a particular area at a particular time of a mixed 
rural-industrial workforce with a degree of entrepreneurial potential more than 
just a condition of economic success? 

Although the Como area displayed features also present in other protoindus- 
trial regions, the authors are uneasy about protoindustrial theory. They say that 
it is still framed on the Marxian assumption that eventually, in the final phase, 
rural workers will turn into factories. One of the merits of the protoindustrial 
theory, however, is to point to the importance of the merchant class as well as to 
the opportunities offered by the international demand to the spread of peasant 
economies. There is also a growing literature on the entrepreneurial role 
performed in rural areas by ‘rich peasants’. Here these elements are largely 
neglected. After attempts by professional ‘supply siders’ to frame the Industrial 
Revolution as a mere sequence of lucky technological inventions, do we now 
really need a theory predicated upon entrenched peasant creativity? 

Most of Italy, the authors say, industrialised and is still industrialising without 
any aid from the state, and in small firms, quite irrespective of the larger 
industrial urban sector. Is this really true? To mention but one factor, the 
expansion of the manufacturing sector in Milan during the take-off widened 
opportunities for wage earners migrating from the neighbouring rural areas, 
thereby weakening the fabric of existing tenurial arrangements. Subcontracting 
arrangements, moreover, played a part in the creation of the first rural textile 
factories. Indeed some would argue that they still play a role. In the industrial 
districts certain larger firms, as the authors recognise, performed a vital path- 
breaking role and provide vital links in organising the different stages of activity. 
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Clearly there are questions of scale, of technological adaptation and of entre- 
preneurial capabilities which need to be considered. 

All this should not detract from what remains an important study. Although 
much still needs to be done to incorporate industrial districts into a comprehen- 
sive analysis of Italian industrialisation, this book takes us a few steps nearer. It 
is most effective as a piece of social history, and it has much of interest to say 
about gender patterns, as well as about the role of political ‘subcultures’ in 
mobilising the peasants. It also alerts us to the fact that the vote for the Northern 
League with its mixture of ‘Thatcherism and regionalism/parochialism’ might be 
but the latest projection of the unfulfilled aspirations of the industrious Lombard 
peasant-entrepreneurs. 


University of Essex RUGGERO RANIERI 


HANS POHL (ed.), Der Einfluß ausländischer Unternehmen auf die deutsche 
Wirtschaft vom Spätmittelalter bis zur Gegenwart (Stuttgart: Franz Steiner, 1992. 
Pp.vii + 256. DM 76). 


Among several factors which may determine the success of a conference, the 
careful selection of a theme, and the balance and quality of the papers presented 
are often critical. One difficulty clearly faced by the contributors to this volume 
— a collection of papers given at a Berlin symposium in 1988 and published by 
the German Business History Society — was the theme they were asked to 
address. 

Defining the ‘foreign firm’ (auslandisches Unternehmen) was one problem for 
contributors, faced with a spectrum covering pre-industrial traders and crafts- 
men to modern multinationals, and with the complexities of locating pro- 
duction, exchange, ownership and investment within ‘national’ boundaries. 
Another problem was the definition and quantification of ‘influence’, which 
some interpret narrowly as direct or portfolio investment, while others focus on 
trading relations or technology and human capital transfers. Furthermore, 
although most of the papers have been reworked for publication, several 
authors complain about being ill-prepared to deal comprehensively with their 
allotted topic. 

The result is a disparate collection of ten papers, of variable quality, each 
accompanied by the relevant conference discussions. Despite the title, there is 
little here for the early modern historian. Only two papers venture much before 
1800; Hertner’s sketchy description of the movement of Italian labour and 
capital into Germany since the twelfth century, and Dlugoborski’s fascinating 
overview of trading and smuggling on Germany’s eastern frontier since the 
sixteenth century. The rest of the contributors focus on periods covering all or 
part of the last 200 years, and mostly on foreign direct investments in manufac- 
turing by Dutch and Belgian, Austrian and Swiss, British, Swedish (to 1939), 
and American multinationals (1850-1914). In a well-researched paper which 
examines the oil-refining and harvesting machinery industries, Hubert 
Kiesewetter argues for the ‘strong influence’ of American firms in Germany 
before 1914, particularly in technology transfer, marketing and advertising. 
Another successful paper is that by Geoff Jones, who attempts to measure and 
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explain the limited nature of British FDI in Germany. Tariffs, poor political 
relations, the limited scope in German capital markets for British banking 
investors and in primary product sectors for British entrepreneurs, German 
cultural and legislative barriers to foreign corporate takeovers, and the familiar 
British incompetence with foreign languages, are some of the reasons given. 

In addition, there is a survey of French FDI and short-term banking invest- 
ments in Germany prior to 1914, and a case study of a joint venture during the 
1920s between Mitsubishi and two German metallurgical firms to manufacture 
lead powder, the latter providing a rare example of ‘upstream’ technological 
transfer from a less advanced to a more advanced economy. Finally, Gerhard 
Adelman provides some interesting tables on foreign portfolio and direct invest- 
ment in Germany from 1914 to 1988. Although Adelman is sceptical of the 
possibility of historians ever being able to achieve accurate FDI estimates, his 
own figures throw up some interesting patterns — revealing, for instance, the 
highly regional nature of British and French FDI — patterns certainly worth 
further examination. 

With the exceptions of Adelman, Jones and Kiesewetter, most contributors 
avoid attempts at quantification. Another disappointment is that the impact of 
foreign enterprise on the German economic growth is seldom addressed directly 
~ certainly not, for instance, in the context of the existing debates on the timing 
and pace of German industrialisation. However, despite its various faults — of 
which poor proof-reading of the English contributions was one — this volume 
does represent a useful addition to the enormous literature on multinationals, 
and it does so from a relatively unusual thematic standpoint. On the whole, it 
therefore justifies the ambitions of the conference organisers. There are several 
interesting exchanges between discussants on the changing nature of multi- 
nationals in the international economy, and some of the papers indicate poten- 
tial areas of future research — including East-West trade, German-Japanese 
economic relations, and, not least, more systematic efforts to measure FDI. 


University of Hull ROBIN PEARSON 


CHRISTIAN KLEINSCHMIDT, Rationalisierung als Unternehmensstrategie: Die Eisen- 
und Stahlindustrie des Rubrgebiets zwischen Jahrhundertwende und Weltwirt- 
schaftskrise (Essen: Klartext, 1993. Pp.384; statistics; graphs. DM 58). 


In one sense, every business enterprise is engaged in a process of rationalisation, 
a constant quest to cut costs and make itself more efficient. In Germany, 
however, the term has acquired a more specific meaning and is commonly 
applied to industrial strategy between the wars. The present work sets out to 
study the process in depth in one of Germany’s key industrial sectors, the heavy 
industries of the Ruhr, between c.1895 and c.1933. 

Three phases are distinguished. Between 1895 and the First World War, the 
main emphasis was on technical efficiency, including heat economy and works 
layout, making Germany the leading iron and steel producer by far in Europe. 
Economies of scale were achieved partly by amalgamations, and when market 
limitations appeared to put a brake on further expansion cartelisation and tariffs 
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at home allowed the Ruhr steel makers to dump their surpluses abroad. The 
severe terms of the treaty of Versailles forced industrialists to seek co-operation 
with the unions in the early post-war years, and what is here called ‘social’ 
rationalisation measures, including better terms and incentives for labour, 
together with training schemes to break the bottleneck of skills shortages, took 
their place along with drives for technical and organisational innovation. The 
third phase was ushered in by the amalgamation of several major companies to 
form the vast Vereinigte Stahlwerke in 1926. Given the duplication of many of 
its productive units, that company went in for what in Britain at the time would 
be called ‘rationalisation’, namely the concentration of production in the least- 
cost works while closing down the rest. Nevertheless, there was much over- 
capacity in the German iron and steel industry even before 1929, forcing 
companies to operate at less than optimum level and losing them much of the 
benefit of their rationalisation investment. At the same time, every rise in labour 
productivity rendered men unemployed who could not find jobs elsewhere. The 
collapse of markets after 1929 was thus bound to have devastating effects on the 
industry as well as on employment. 

In the contemporary debate on the causes of the industry’s difficulties, 
faithfully reproduced here, it is not difficult to discern various forms of political 
bias. While the right-wing parties blamed high wages, social welfare services and 
high taxes, the left blamed the limitations of demand caused by deflationary 
policies. Kleinschmidt himself tends to criticise also the lack of a consistent 
strategy and the tendency to rely on ‘muddling through’. 

In addition to the extensive secondary and periodical literature, he has made 
good use of the archives of six of the main enterprises, now available to 
researchers, as well as the splendid Westfalian economic archives in Dortmund. 
The origins of this book as a thesis are unmistakable. It is immensely detailed, 
following through every possible case of technical, organisation or labour force 
change: no fewer than 84 tables and 34 graphs and plans attest to the author’s 
thoroughness in that respect. At the same time, he is rather reluctant to come 
down on one side or the other in controversial issues, or to challenge authority. 
His book will be of great value to the expert; the ordinary business histonan may 
find it rather heavy going. 


University of Sheffield SIDNEY POLLARD 


PETER JOHNSON (ed.), European Industries: Structure, Conduct and Performance 
(Aldershot: Edward Elgar, 1993. Pp.xv + 288. £49.95). 


This book builds on the format adopted in Peter Johnson’s earlier edited 
volume, The Structure of British Industry. It consists of a series of studies of 
European industries covering the primary, secondary and tertiary sectors. Of 
the 11 chapters, six are by authors who also feature in the British volume. 

The book begins with a survey of the energy sector by Peter Pearson and 
David Hawson, covering the diverse activities of coal mining, oil extraction and 
refining, gas extraction and distribution, electricity generation and distribution. 
I would have welcomed a clearer focus on the impact of public ownership and 
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different regulatory regimes, which receive rather less attention than environ- 
mental policy. This is followed by a chapter on agriculture by Brian Hill, who 
sets out the shocking scale of waste under the Common Agricultural Policy. 
Similarly, Anthony Cockerill’s survey of the steel industry shows how EC policy 
has fostered inefficiency. Surprising, then, to find in the next two chapters on 
pharmaceuticals and biotechnology by Alan Earl-Slater and Leonie Marks 
respectively, a strong plea for just the sort of interventionist policies that have 
led to such waste in acticulture and steel. 

Engineering is cove.ed by Garel Rhys on motor vehicles and by Nick Hooper 
and Digby Waller on defence industries. There is a striking contrast between the 
tise of a single European market in motor vehicles, despite the well-known 
limits to competition amongst the oligopolistic multinational companies, and the 
maintenance of a set of national producers for national markets in the defence 
industries. Construction, covered by Michael Fleming, is the clearest example of 
a set of national (or even local) markets, little affected by European economic 
integration, with international contracting accounting for only a tiny fraction of 
European construction activity. 

In air transport, Peter Johnson again documents the inefficiency of a system of 
national champions, and contrasts the weak bilateral liberalisation in Europe 
with the full-blown deregulation in the United States. The book concludes with 
chapters on tourism and financial services by Barry Thomas and Lynne Evans, 
respectively. I particularly liked the way Lynne Evans set out the data on market 
structure in financial services. 

There is no doubt that this book usefully fills a gap in the market. 
Nevertheless, it has a number of drawbacks. The complete lack of an introduc- 
tion and overview is a serious omission in a book which is otherwise very 
accessible. Students will be faced with contradictory views (for example on the 
merits of public ownership or the appropriateness of industrial policy) without 
any warning or guidance on how the issues might be resolved. Furthermore, the 
origin of the book in the earlier British volume and the all-British team of 
authors lends an Anglocentric flavour to the proceedings. Too often examples 
come from Britain, or the agenda is set by events that occurred in Britain during 
the 1980s. To the extent that this has affected the choice of industries, it has had 
the effect of making Britain seem the star industrial performer of the last 
decade. Clearly British performance has improved, but we should not get 
carried away. 

The book’s subtitle indicates the editor’s continued belief in the usefulness of 
the structure-conduct—performance paradigm as an organisational framework 
despite the recent onslaught of the new industrial organisation, with its emphasis 
on strategic behaviour. This gives rather a repetitive pattern to the chapters, 
most of which are organised around sections on the three themes. Industrial 
economists will also be worried by the classification system, which groups 
together often disparate activities in the chapters on energy, biotechnology, the 
defence industries and tourism. Business historians will surely regret the lack of 
a historical perspective which certainly used to characterise collections of this 
type, such as Duncan Burn’s, The Structure of British Industry. And all scholars 
will find the rather thin referencing and guidance on further reading a drawback. 
Nevertheless, this is still a useful introduction to the subject. 


University of Warwick STEVE BROADBERRY 
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LOREN R GRAHAM, The Ghost of the Executed Engineer: Technology and the Fall 
of the Soviet Union (Cambridge, MA: Harvard University Press, 1993. Pp.xiv + 
128; illus. £17.95). 


The first half of this book describes the career of Peter Palchinsky (1875-1929), 
a leading Russian engineer who was arrested on the trumped-up charge of 
conspiring to overthrow the Soviet government and subsequently shot. He left 
behind a large archive, which forms the basis for this brief biography. Palchinsky 
is portrayed as a cultured human being, whose concern for Russian workers had 
already exposed him to the wrath of Tsarist authorities before the revolution. 
Indeed, he supported the radical Socialist Revolutionary Party before and 
during 1917, although Graham does not tell us why he allied himself with this 
party rather than another. This is not the only shortcoming of this biography. 
Graham also writes that Palchinsky was a deputy chairman of the ‘government’s 
War Industry Committee’ during 1917. In fact, Palchinsky chaired the Special 
Council for State Defence; the war industry committees were non-governmental 
bodies. Most disconcerting of all, there is no close examination of the circum- 
stances leading to Palchinsky’s arrest in 1928. 

Students of the Russian engineering profession will nevertheless be grateful 
for the insights that Graham provides into Palchinsky’s world view, though they 
may wonder why these findings were not incorporated into an article rather than 
a book. Graham emphasises Palchinsky’s concern for the human and environ- 
mental aspects of mammoth engineering projects which were undertaken in the 
name of socialist transformation. Stalinist planners were engaged in a frantic 
struggle to build a hydroelectric power plant on the Dnepr (Dneprostroi), the 
world’s largest steelworks at Magnitogorsk and the infamous Belomor canal. 
The second half of this short book offers brief summaries of these costly 
projects, which devastated thousands of lives and hectares of land. The book 
ends with three equally depressing vignettes of post-Stalinist life (the Baikal- 
Amur Railway, the Chernobyl disaster and the miners’ strikes in the Donbass 
during 1989). This device allows Graham to speculate what Palchinsky would 
have thought of these human and environmental disasters. Graham makes the 
point that Stalin’s engineers, unlike Palchinsky, were poorly educated, narrow 
specialists, bezkulturnye — lacking in culture. These and other points reinforce 
the arguments in Kendall Bailes’ classic study of the Soviet technical 
intelligentsia. 


University of Manchester PETER GATRELL 


PETER WAY, Common Labour: Workers and the Digging of North American 
Canals, 1780-1860 (Cambridge: Cambridge University Press, 1993. Pp.xvii + 
304; map. £40). 


This is a study of the men who built the canals of North America during the 
period from 1780 to 1860. It is rich in detail concerning the harsh lives and 
working conditions of these ‘canallers’, and also throws light on the problems of 
organising and financing construction. The development of a canal network is 
seen as an important stage in the emergence of industrial capitalism in America, 
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not simply through the waterway’s contribution to the widening of markets, but 
because the canal construction industry itself pioneered business strategies and 
techniques of labour control that were subsequently to be widely diffused 
throughout the industrial economy as a whole. In short, Peter Way argues that 
this industry provided a blueprint for the future. The argument really has two 
strands: firstly the nature of the changes that occurred over the period within the 
canal industry, and secondly the relevance of these changes for the subsequent 
general development of industrial capitalism. Regarding the first, Way empha- 
sises the growth in scale of operations leading to a transformation of manage- 
ment structure and, in turn, of the nature of labour relations. On the earlier 
small-scale projects production was organised on paternalistic lines, with food 
and shelter provided for labourers; at this stage some degree of personal contact 
existed between caneller and boss. As the scale of projects increased, paternal- 
istic ties were severed and employee relations assumed an entirely impersonal 
character; employee grievances came to be perceived and expressed in collective 
rather than individual terms. While such consequences might well be anticipated 
to flow from a growth in size of business operations (in the absence of manager- 
ial strategies to counteract them), the special circumstances of canal construc- 
tion do complicate the picture. As Way of course recognises, the industry was 
winding down from the 1830s on, and this fact as much as any logic of capitalist 
development contributed to the character of labour relations in the latter part of 
the period covered; it certainly had a major bearing on the situation of extreme 
economic insecurity in which canallers found themselves. 

Consideration of the industry’s particular history raises a query regarding the 
second strand in the book’s argument. In its business organisation and labour 
relations it is suggested that canal construction anticipated developments in later 
large-scale industry — railways, mining, steel. Following from this it is also 
argued that the experience of the canallers were at one with the broad mass of 
unskilled immigrant workers who laboured in factories and mines later in the 
nineteenth century. It is indeed Way’s aim to do something to redress the 
balance in labour history, away from concern with the skilled to a consideration 
of common labourers — canallers and all the rest whose situation he describes as 
one of powerlessness. However, as Way recognises, canal construction was in 
many respects an unusual industry and there are cetainly problems in treating its 
development as representative of industrial capitalism as a whole. Thus the 
contracting system under which canal labour was employed, while widespread in 
the early stages of many other industries, was subsequently phased out in favour 
of more direct forms of labour control. Similarly life in canal shanty camps, 
while bearing a resemblance to conditions in mining, logging and railroad 
construction, was surely very different to neighbourhood life in the manufactur- 
ing cities. Way recognises the problem and makes the most of features linking 
living and working conditions in construction camps with those in industrial 
cities. In the end, though, I suspect canals are being asked to carry too great a 
burden of historical significance. 


University of Kent JOHN LOVELL 
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ROBERT SOBEL, The Age of Giant Corporations: A Microeconomic History of 
American Business, 1914-1992: A Third Edition (Westport, CT and London: 
Greenwood Press, 1993. Pp.xii + 317. £44.95). 


This is a textbook on American business history from a micro-economic 
perspective. The title is slightly misleading, because there is very little micro- 
economic theory in this book. It is now in its third edition. The previous edition 
was published in 1984. Chapter 11 is completely new and Chapter 10 and the 
Introduction have been partly rewritten. Although the current edition was 
published in 1993 the bibliography makes no reference to Alfred D. Chandler 
Jr’s Scale and Scope (1990) or Richard S. Tedlow’s New and Improved (1990). It 
is also unfortunate that the publisher did not take the opportunity to correct the 
misprints in the unrevised part of this book. 

Sobel looks at a number of themes in twentieth-century United States 
business history. He considers the interaction between American businessmen 
and the federal government during the First World War, the New Deal and the 
Second World War. This also forms a sub-theme throughout much of the 
remainder of the book. Another major theme is the rise of new industries and 
the role of technological change in American business. He looks at the ‘glamour 
industries’ of the 1920, focusing on large manufacturing industries and the rise of 
the radio industry. He also considers elements of growth during the 1930s, a 
decade which he considers to have been one of remarkable technological 
growth. For the post-war period, in particular the 1960s, Sobel focuses on the 
important role of computers, drawing on the research he did for his 1981 study 
of IBM. However, he neglects to mention another important innovation, air 
conditioning. Raymond Arsenault has suggested that this has helped to trans- 
form the economy of the south-eastern United States. Sobel also considers the 
process of consolidation in American business and its regulation by the federal 
government during both the 1920s and the first two post-war decades. During 
the former period he feels the development of mass distribution was an import- 
ant factor in the consolidation process. In the latter period Sobel concentrates 
on the rise of monopsony and conglomerates. The federal government played an 
important indirect role in this development. Sobel considers at length the 
contribution of military expenditure to this process. Most of the Pentagon’s 
goods and services were purchased from private corporations. He points out 
that the government did not establish state-owned and state-operated corpor- 
ations. However, as Sobel shows, in one important new industry, satellite 
communications, the federal government established a private enterprise, the 
Communications Satellite Corporation (Comsat). This enterprise represented 
the commercial side of the Kennedy-Johnson administration’s space pro- 
gramme. The role of Comsat might have been given greater emphasis. 

The other major theme in this book is the relationship between finance and 
business in the United States. Sobel’s explanation of the origins of the Great 
Depression of the 1930s focuses on the failure of finance capitalism. The new 
chapter in this book is also centred upon the same theme. Sobel looks at 
restructuring in giant corporations from the mid-1980s to the present time, 
drawing on the research for Dangerous Dreamers: The Path to the Destruction of 
Michael Milken (1993) 

No textbook on the twentieth-century business history of an economy of the 
magnitude of the United States could ever be completely comprehensive. 
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Sobel’s book has a narrower scope than a comparable textbook, Louis 
Galambos and Joseph Pratt’s The Rise of the Corporate Commonwealth: United 
States Business and Public Policy in the 20th Century (1988). This may limit the 
usefulness of Sobel’s book to students. 


University of Wolverhampton RICHARD A HAWKINS 


JAMES W CORTADA, The Computer in the United States: From Laboratory to 
Market, 1930 to 1960 (Armonk, NY and London, 1993. Pp.xix + 183; illus. $45 
hb, $16.50 pb). 


James Cortada is a publishing phenomenon in the field of computer history. 
Since 1987 his prolific output has included a major bibliography of the computer- 
history literature, a guide to US computer archives, a three-volume historical 
dictionary of data processing, and most recently his first analytical work Before 
the Computer: IBM, NCR, Burroughs, and Remington Rand and the Industry 
They Created, 1865-1956 (Princeton, 1993). The book under review is another 
analysis of the computer and the computer industry. It is a tolerable addition to 
the literature, though not in the class of Before the Computer. 

Cortada sets the stage for his book in the first chapter, which is essentially an 
essay review of the recent literature of the history of science, technology and 
business. Cortada’s basic premise is that computer historians have in the past 
been obsessed with chronicling the minutiae of computer development without 
the supporting social and economic context. While this is scarcely a revolution- 
ary thought in 1993, there are still some computer historians around who have 
not absorbed this lesson. In tone and general content, this chapter is what one 
would expect to see in the opening section of any present-day thesis on the 
history of technology. 

Cortada presents a simple three-phase model for the development of com- 
puter technology: first its creation; second, its injection into the economy; and 
finally its absorption into the infrastructure of society. Chapters 2 and 3 deal, 
respectively, with the technological origins of the computer, and the develop- 
ment of computers from about 1930 to 1960. In describing the technological 
origins of the computer there is some rather pedantic and discursive material 
(for example on the development of electricity) that seems out of place in a book 
of this short length. Chapter 5 — addressing part two of the three-phase model — 
is titled ‘Vendors’ Initial Response to the Computer’, (‘Vendor’ is an ugly word. 
surely no-one but an ex-[BMer like Cortada would use it willingly.) This chapter 
tells the familiar story of computer technology developed in a science and 
engineering context, and eventually adopted by the office-machine companies — 
there are no significant new sources and few new insights. 

Chapter 6, which is easily the most interesting in the book, discusses the 
acceptance of the computer by society at large — drawing on examples from the 
portrayal of computers in the popular literature, and the efforts of advertisers 
and marketers. There is an interesting theme here that has been little explored 
by other writers, but in this book it fits uneasily with the other material, and the 
author has plainly rushed in where more cautious historians would tread warily. 
The book closes with a final chapter on patterns in the development of office 
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technology (largely based on arguments already published in Before the 
Computer), and an excellent bibliographic essay — which is plainly Cortada’s 
métier. 

This is not a bad book — I will certainly order a copy for my university library — 
but it is not a very exciting one. It is disappointing, for example, that there are 
ho significant new sources. One can forgive almost anything in a book if it is a 
real addition to knowledge and the author has done some spade-work in the 
archives. But this is essentially a derivative book based on the secondary 
literature — another competent but unexciting tome from the Cortada pro- 
duction line. 


University of Warwick MARTIN CAMPBELL-KELLY 


ROBERT W. RYDELL, World of Fairs: The Century-of-Progress Expositions 
(Chicago: University of Chicago Press, 1993. Pp.269 + x; illus. £13.50). 


World’s fairs are about trade. Those which were held in the United States in the 
depressed 1930s stimulated considerable business not only for the exhibitors, 
but also for the cities which hosted them and for the Americans who worked 
there. Yet such fairs are not only on site economic phenomena or even only 
economic phenomena. Nearly one hundred million Americans may have visited 
the 1933-34 Chicago Century of Progress, the 1935-36 San Diego California— 
Pacific Exposition, the 1936 Dallas Texas Centennial Exposition, the 1937 
Cleveland Great Lakes and International Exposition, the 1939-40 San Francisco 
Golden Gate International Exposition and the 1939-40 New York World’s Fair. 
Millions more people experienced these festivals through cinema newsreels, live 
radio broadcasts, and footage of newspaper coverage. Of these millions who 
engaged in the fairs whether directly or indirectly, most were more likely to 
receive their messages than to purchase goods or services. Indeed Robert Rydell 
suggests that the main significance of the expositions was their cultural impact. 
In his hands, world’s fairs are exercises in ideological construction and 
representation. 

So what messages about society did visitors to and witnesses of major expo- 
sitions absorb? Or what messages were they meant to absorb? The basic theme 
of World of Fairs concerns a culture of abundance built on foundations of 
inequality. Despite the traumas of the Great Depression the ‘good life’ was 
promised. Higher standards of living, based on technological progress, were 
presented through such artifacts as prefabricated houses, model kitchens, pro- 
cessed foods or telephones. Americans were assured of economic progress. But 
this progress had a price. It was designed by elites to ensure their power. 
Corporations supported by scientific experts presented a consumer’s paradise 
which would keep them in business and the people under control. The federal 
government conspired in their activities because the fairs could be used to assure 
Americans of the fundamental soundness of the economy and the government’s 
ability to cope. Intellectuals joined in with sideshows to present the eugenicist’s 
case for fitter families, the imperial arguments for America’s manifest destiny 
and the racist and sexist arguments for white male superiority. The fairs with all 
their razzmatazz and futuristic visions were in fact conspiracies to retain some 
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sense of social order. Protests were made, as when Afro-Americans objected to 
segregation and discrimination, but they did not mount a radical critique of the 
dominant culture. 

This is an engaging book which has been well researched. It draws on a wealth 
of untapped sources which include not only manuscript records, but also photo- 
graphs, films, music, souvenirs and numerous artifacts. Indeed the abundance of 
sources suggest that more studies of expositions will be forthcoming. The thesis 
is arresting, if not convincing. Ideology may well be deliberately constructed 
rather than just happening, but whether it can be constructed through the 
message given at trade fairs is highly debatable. Such fairs were but a small part 
of any cultura] engine whose motive power must be more dependent on adver- 
tising, the print media, radio film and the education establishment. Whether the 
messages were received remains unknown. Certainly they were seen and may 
well have been understood, but they were in competition with countless other 
messages and with the realities of the daily struggle to survive. For many 
business historians this book will be a curious experience. Even for those who 
have struggled with such intangibles as cost-benefit analyses of advertising 
expenditures, their encounters with postmodern language and ideas will leave 
them in some discomfort. The book is certainly about prosperity and power, 
ingredients which business historians enjoy, but it is more concerned with the 
cultural than the economic significance of these ingredients. 


University of Nottingham MARGARET WALSH 


CHRISTOPHER JAMES CASTANEDA, Regulated Enterprise: Natural Gas Pipelines and 
Northeastern Markets, 1938-1954 (Columbus: Ohio State University Press, 
1993. Pp.xiv + 203; maps. $30). 


The major American surge in natural gas distribution and usage which occurred 
in the 1940s and 1950s provides an excellent case study for examining the 
regulatory process in action, and in this book Castaneda has opened up new 
territory for historians of this subject. In the 1930s pipeline technology had 
developed to such an extent that transcontinental systems could be built to 
connect up the huge fields in Texas and Kansas to the large urban markets in the 
north east. At the same time, the federal government was faced with the dual 
task of regulating operations and ensuring that a reliable, cheap gas supplywas 
made available. It is the main purpose of this book to describe how these 
transcontinental pipelines came into existence, and in particular to explain the 
role played by federal regulation in facilitating entrepreneurship and industrial 
expansion. In effect, Castaneda is concerned with arguing that his case study 
supports a pluralist model of understanding regulation, because the interaction 
of governmental and business groups provided an appropriate environment for 
stimulating rapid expansion in natural gas supply. 

The period under discussion starts with the 1938 Natural Gas Act, when the 
Federal Power Commission (FPC) was empowered for the first time to regulate 
the burgeoning interstate transmission and sale of natural gas, and its attentions 
were dominated by attempts by transcontinental distribution corporations to 
secure access to the lucrative north-eastern markets. The major protagonists 
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were the Tennessee Gas Transmission Company and the Texas Eastern Trans- 
mission Corporation, and buoyed by cash injections from major financial groups 
by the early 1950s they had achieved their aims. Of course, natural gas’s rivals 
did not accept all this fresh competition without putting up a major struggle, and 
their active lobbying of FPC meetings through Tom McGrath (known as ‘King 
Coal’) proved to be a constant thorn in the side of transmission companies 
throughout the 1940s and 1950s. In the main, though, McGrath was singularly 
unsuccessful in preventing the pipeline companies from encroaching on territory 
formerly dominated by manufactured gas, and as a result by the mid-1950s the 
latter was being squeezed out of existence. This demonstrates how the FPC was 
able to facilitate the rapid and extensive transfer to natural gas. It substantiates 
Castaneda’s claim that the pluralist model operated with considerable success, 
by combining business and government interests in a forum designed to reflect 
market forces. 

At a time of considerable British debate about how best to regulate newly 
privatised utility companies, this study of natural gas supply in the USA reveals 
in great detail how effective systems can be devised which benefit both suppliers 
and consumers. Castaneda is careful to point out that regulating mature and 
stable industries might well pose different problems, and after the territorial 
expansion of 1938-54 conditions and regulations did change, directly affecting 
the pipeline companies’ strategies. The pre-1954 era, however, can rightly be 
called the ‘Entrepreneurial Era’, and in describing this period Castaneda has 
filled a gap in the literature which has long since been evident in the history of 
gas industry regulation. Business historians will look in vain for detailed dis- 
cussions of company structure and performance, while little attention has been 
paid to either the sources of funding for these massive projects or the radical 
improvements in gas supply technology which underpin the whole story. On the 
other hand, using the abundant records of the FPC, Castaneda has provided a 
detailed and well-substantiated analysis of the role played by government 
regulation in developing a new industry, and ın fulfilling that aim he has 
produced a major contribution to the literature on such subjects. 


University of Manchester JOHN F WILSON 


CHARLES C MANN and MARK L PLUMMER, The Aspirin Wars: Money, Medicine and 
100 Years of Rampant Competition (Boston, MA: Harvard Business School 
Press, 1993. Pp.421; illus. $16.95). 


The rewards, risk and excitement of life in the international pharmaceutical 
industry are brought vividly to life in Mann and Plummer’s book. Their focus is 
the controversy and corporate competition which revolved around three separ- 
ate episodes in the history of the sale and manufacture of aspirin in the USA, 
and contributes to the history of consumer products as well as that of the 
pharmaceutical industry. Section one covers the early development of the drug, 
its manufacture by Bayer in Germany, and efforts to establish production in the 
USA. The acquisition of these interests by the US firm Sterling Products, 
Bayer’s efforts to repossess its own name, and the trials and tribulations of 
Sterling’s bosses in the wake of anti-German legislation in the 1930s constitute 
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the first ‘aspirin war’. The second conflict centres on the US, and revolves 
around the battle for market share between rival aspirin producers in the 1960s. 
Here it is marketing, advertising, and litigation which come to the fore as the 
regulatory system was used by firms to control each other as well as by the state. 
Underlying this story, however, is that of the rise of alternative analgesics, 
which by the 1980s had ousted aspirin from its pre-eminent position in the 
market. This relative decline is the background to the final section, where we 
move away from corporate competition into the world of medical research, with 
an account of investigations which suggested that aspirin has a role in the 
prevention of heart attacks, and of the efforts made by manufacturers to exploit 
these findings. Once again federal regulation looms large as new marketing 
strategies and products are developed. 

In contrast to the majority of recent studies of the pharmaceutical industry, 
this book focuses on a single drug rather than an individual firm. In doing so, it 
draws attention to several features of the industry, especially advertising and 
marketing and their regulation, which have rarely been covered in such depth, 
and gives a strong sense of the intense competition and rivalry between firms 
which did so much to shape the strategies adopted by each one of them. Efforts 
to integrate the medical history of the drug. with its business history are less 
successful, and fail to take account of developments in the history of science and 
medicine, which eschew the rather dramatic, heroic and one-sided type of 
account given here. This weakness is especially clear in the final section, where 
work which fails to support the claims made for aspirin is summarily dismissed. 
Here, as elsewhere, there is no attempt to locate this study in relation to existing 
work in the field. 

Despite the lack of ready access to corporate archives alternative sources have 
yielded a wealth of detail. Extensive use has been made’ of the trade press, 
scientific papers, federal archives, legal documents and personal interviews. 
Unfortunately both the narrative style and the use of page-only references make 
it difficult to evaluate the weight given to these various sources, or to locate 
them in a wider context. These factors detract from the useful insights which this 
book offers into advertising and marketing and the role of state regulation. It is 
clearly intended to appeal to a general audience rather than to academic 
historians, and works well as an effort to reveal to consumers the murky past of 
what may seem a rather mundane and everyday object. The rich material 
assembled by Mann and Plummer could, however, have been used to do so 
much more than their book attempts. 


Lancaster University SALLY M HORROCKS 


MARK PENDERGRAST, For God, Country and Coca-Cola (London: Weidenfeld & 
Nicolson, 1993. Pp.xvii + 556. £20). 


Mark Pendergrast has been granted an almost unique opportunity to write the 
business history of the decade, if not of the century. The Coca-Cola company is 
— in Chandlerian terms — a prime example of an integrated enterprise which 
grew large by pursuing a two-pronged strategy of high-volume output and 
dynamic marketing, not only in the United States but world-wide. Its most 
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significant innovation was to concentrate on making the syrup and to get others 
to bottle the beverage by means of franchises, while enforcing very high 
standards. A new full-scale account of this remarkable progress is clearly 
needed, as none of consequence has appeared since 1960. 

An excellent model to follow was provided by Richard Tedlow in New and 
Improved: The Story of Mass Marketing in America (1990, reviewed in Business 
History, October 1991). As Coca-Cola owed its phenomenal success, nationally 
and internationally, to very accomplished marketing, Tedlow analysed that 
success in the light of various basic principles. These included the entrepreneur- 
ial vision of pursuing a maximum volume strategy of low prices and margins; 
integrating the efforts of a highly trained sales force with powerful advertising; 
and constructing entry barriers through an intricate network of contractual 
relations with franchisees and others. In 90 pages of spirited prose, drawing on a 
range of relevant quantitative data, Tedlow stylishly outlined both Coca-Cola’s 
historical background and the phases of its tussles with its rival Pepsi-Cola. 

Sadly, Pendergrast has not chosen to build on the framework erected by 
successive distinguished scholars, even though he had the signal advantage of 
writing an ‘unauthorised’ (because not commissioned) history while being given 
access to Coca-Cola’s private corporate records and permission to interview 
current and retired employees. Instead, he has used his family connections with 
the company to rope in many of his kinsfolk (even Mom, who worked the 
coffee-morning circuit) to elicit information from mainly oral sources. He finally 
clocked up no fewer than 206 interviews. The outcome has been a very long 
drawn-out and only partially digested piece of scissors-and-paste, short on 
analysis and comprising chunks of uninspired prose, broken by sub-headings 
every few hundred words. In an attempt to enliven this soporific brew, he has 
introduced each of the book’s five sections with brief ‘mini dramas’ which offer 
fictional recreations of dramatic events. 

From a business history viewpoint, this book fails because the author never 
establishes a relationship of trust between himself and his readers. It is absurd, 
for example, to claim that a Catholic priest in wartime was supplied with 
Coca-Cola to be used in place of sacramental wine (p.212). No source is given 
for the assertions that some Americans used Coca-Cola as a douche for prevent- 
ing babies, or that this know-how was disseminated (if that is the correct verb) 
by GIs to their girl-friends after American troops arrived in Britain during 1942. 
On the same theme, equally unattributed, is the statement that in 1985 the 
directors submitted the short-lived new formula to the Harvard Medical School, 
which found that the old formula killed five times as many sperm as the new 
(pp.212, 364). The author reveals what he alleges is the current secret formula, 
but he devotes only a few pages to a desultory and inconclusive discussion of 
whether or not Coca-Cola can be regarded as harmful to drink (pp.402-4). 

The author’s underlying theme is that Coca-Cola owed its achievements to 
‘ingenious, ubiquitous advertising’, designed to project ‘an image of high 
morality and patriotism’: hence the overblown title of the book. His explicit aim 
is to tarnish that ‘gilded image’. Yet the company’s executives knew precisely 
what they were doing when they opened up their archives to him, since they 
have received a massive publicity scoop at virtually no cost to themselves. In a 
foreword, the far more perceptive E.J. Kahn, who had written The Big Drink: 
The Story of Coca-Cola (1960), fairly characterised the present book as not so 
much a corporate history as an attempt to portray more than a century of 
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American and world history ‘as seen through the prism of an ice-cold bottle of 
Coca-Cola’. To sum up, the discipline of business history can be advanced by 
studying over-long failures of historiography as well as by brilliant sketches of 
the Tedlow kind, despite the high opportunity costs of ploughing through the 
former. 


University of Reading T.A B. CORLEY 


PETER A BASKERVILLE (ed.), Canadian Papers in Business History, Volume 2 
(Victoria, British Columbia: Public History Group, 1993. Pp.ix + 233, maps. 
No price given). 


Despite the absence of a formal organisation or society, Canadian business 
historians do hold occasional meetings. The first volume of Canadian Papers in 
Business History was based on papers given at their second conference in 
Victoria. All but two of the papers in the volume under review have been 
revised from presentations given at the third conference held in Toronto in 
March 1991. Spanning the period from the early 1800s to 1990s, the papers 
provide ample illustration of the range of issues, as well as regional and 
dimensions, covered by Canadian business and economic historians. 

The intersection of the legal and business history is a prominent theme in two 
of the papers. Shipbuilding was an early growth industry in pre-Confederation 
Canada and Julia Gynn, using a new source of evidence on an individual firm 
from the Chancery Court records of Nova Scotia, describes the vicissitudes of 
the industry and how the court was able to diffuse the pressures by creditors on 
debtors, thereby enabling the industry some protection. The transfer of prop- 
erty between generations is the subject of the paper by Margaret E. McCallum 
of the family firm of Ganong Bros, the confectionery manufacturing company. 
In this case, the family through sheer ignorance failed to use the available legal 
means to protect its interests. McCallum’s paper raises a number of issues 
relating to how shareholders can monitor the performance of managers, even 
when shares are not traded publicly, but she fails to draw on any of the relevant 
theoretical literature. 

Generational transfers are also the subject of Barbara Austin’s paper on 
structural adaptation of the Hamilton Cotton/Hamilton Group and Henry 
Lassen’s piece on family business in Alberta and Montana ranching. Although it 
began as a cotton manufacture, by the fifth generation the family focused the 
business exclusively on computers. Austin concludes that the family’s success lay 
in adapting structure to strategy, but she casts this interesting history in Henry 
Mintzberg’s managerial ‘models’ which have little explanatory (predictive) 
power. Why is Mintzberg’s approach any better than another? I thought 
Lassen’s article was the best in the volume. Unencumbered by theory, it is a 
straight ahead account of the successes and failure of about 70 family businesses 
that operated in the prairies from the late nineteenth century into the 1920s. But 
there is confusion in the argument that families were less concerned with profit 
than they were with family succession. A simple intergenerational model can 
show that families as maximisers smooth income over generations. 

Regulation and the state’s role in the economy, a perennial theme in 
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Canadian economic history, is the subject of four papers. Mark Cox describes 
the failure of small fruit growers and the state in British Columbia to organise a 
regulatory mechanism. He attributes some of the blame to bureaucrats, but 
more emphasis needed to be placed on costs of organising and monitoring any 
such agreements. Michael Hennessy compares the Canadian and US govern- 
ments’ methods of procuring naval ships during World War I. The Canadian 
government limited its intervention, Hennessy concludes, but the paper’s argu- 
ment could have been stronger if the implications for research and development 
after World War Two were drawn out. In his paper on the state’s neglect of the 
exploitation of the British Columbia forest, Richard Rajala examines the roots 
of a current area of contention. A more general argument is put forward by Ken 
Cruikshank who argues that at certain junctures in Canadian economic history, 
policy entrepreneurs shaped the regulatory environment. But why in some 
periods and not in others? — as clearly evidenced by the other papers in this 
volume on the state intervention. 

Kris Inwood and Tim Sullivan’s comparison of nineteenth-century growth in 
Ontario and the Great Lakes is an outlier in a volume on business history, but it 
does succeed in raising questions about sectoral growth rates. The authors find 
that Ontario’s manufacturing growth was slow by regional standards, while 
agriculture remained important. My own hunch is that the comparison is mis- 
specified. Would not the appropriate comparison be between regions within 
Ontario and mid-west states? 


Trent University MICHAEL HUBERMAN 


MARTIN KENNEY and RICHARD FLORIDA, Beyond Mass Production: The Japanese 
System and Its Transfer to the U.S. (New York: Oxford University Press, 1993. 
Pp.xii + 410. £25). 


Martin Kenney and Richard Florida have produced an important and informa- 
tive book on the wave of Japanese ‘transplant’ factories in the United States in 
the 1980s. Based on extensive survey research, they present the most detailed 
picture to date of what is going on in these plants. This is combined with a 
powerful argument for the structural, indeed epochal, rather than local signifi- 
cance of the changes taking place. This makes the book fascinating to read. Yet 
as one advances through the argument and evidence a disturbing gap seems to 
open up between interpretative claims and empirical support. By the end of the 
book the authors appear to have undercut most of their own claims. 

What are the claims and what is the evidence? Briefly, Kenney and Florida 
argue that Japan is at the centre of an epoch-making new model of technology, 
work and production organisation that is now being transferred to the United 
States and elsewhere around the globe. The key to this new model lies in its 
organisational forms and practices, especially those which harness the intelli- 
gence as well as the physical labour of workers. These practices blur the 
boundaries between innovation and production and create a new system of 
‘innovation-mediated production’ which represents a ‘fundamental superses- 
sion’ of traditional fordist mass production, in many respects more sweeping 
than the revolution in production in the early twentieth century. Contrary to 
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some claims, they argue, these practices are not dependent on Japanese culture 
and society, but can, like a ‘genetic code’, be successfully inserted into another 
society where they can then begin to reproduce themselves. This process has 
begun with the transfer of Japanese systems to the US, and the authors set 
themselves the task of beginning to develop ‘a unified theory of this new stage of 
capitalism’ (p.17). 

What constitutes this system? Kenney and Florida devote the first quarter of 
the book to a description of the Japanese industrial system, stressing the 
blurring of mental/manual divisions of labour (notably in polyvalent skills and 
team-working), and the integration of innovation and production. But though 
they cover much ground and present many interesting insights into Japanese 
high-technology production in particular, their definition of the dynamics of the 
system is disappointingly vague. In particular, it is not clear how these elements 
are structurally related to numerous other elements of the ‘Japanese system’ 
that recur in their description, such as organisational decentralisation and 
corporate groups, labour politics, or the role of the state. They establish a clear 
case that information and skills flow relatively freely in the Japanese system and 
that this is central to Japanese success, but the conduits for these flows, and the 
important internal diversities of the Japanese ‘system’, are only sketchily 
mapped out. 

The lack of definition of the model poses problems for the second stage of the 
argument. Has the system been effectively transferred to the transplants in the 
United States? Perhaps inevitably, the complexity of the system being trans- 
ferred is reduced to something like a checklist of key features. This is fair 
enough. What is surprising, however, is that the checklist registers so few 
palpable hits. Few Quality Circle schemes are effective; selective recruitment 
and screening substitute for corporate loyalty; bonus payments have only a 
limited role and there have been no serious attempts to introduce individualised 
payment systems; there is little use of subcontract labour; the key companies 
(Honda, Toyota, Nissan and Isuzu/Subaru) have usually opted for non-unionism 
rather than ‘company union’ strategies; and commitments to job security are 
generally vague and non-contractual. Overall, extensive kaizen and JIT systems 
are found to be in place only at Honda (Maryville), Toyota (Georgetown) in the 
auto producers, and at Nippondenso (Michigan) in the components suppliers. 
Transplantation has been even patchier in the tire and steel industries and barely 
figures in the electronics sector where the Japanese in America have pursued 
the classic offshore investment pattern of standardised, routinised production 
by cheap labour that they had previously applied in their offshore factories in 
East Asia. 

Undoubtedly, the Japanese invasion has triggered, and been part of, a major 
restructuring and reorganisation of production in major sectors of American 
industry. Japanese firms have clearly been organisational innovators and there 
have been powerful demonstration effects in some areas. But the responses of 
US producers to Japanese competition have been both varied and effective. At 
times, Japanese methods have been emulated and hybridised: at other times 
Japan has been used as a stick to enforce more elementary work intensification. 
In terms of the Japanese factories, Kenney and Florida are rarely able to 
demonstrate the blurring of innovation and production, nor are they able to 
discriminate effectively between the enhanced productivity and creativity of the 
Japanese ‘system’ and the effects of investment in best practice greenfield sites, 
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increased workpace, or selective recruitment patterns. These rather difficult 
issues are not tackled head-on. Instead, Kenney and Florida tend to highlight 
selected cases of effective transplantation as the immanent path of development 
and to interpret the non-occurrence of these patterns elsewhere as the result of, 
for instance, ‘the partial polluting of the transfer process’ by recalcitrant Fordist 
middle managers (p.269). 

The result is a gulf between claims for the emergence of a new industrial 
system and the patchy realities of the factories. This remains a book of consider- 
able value. But the same body of evidence could — and should ~ have been used 
to present a more nuanced and subtle interpretation of the ‘transplant’ process. 


Centre for Business History, University of Leeds STEVEN TOLLIDAY 


KEN STARKEY and ALAN McKINLAY, Strategy and Human Resource Management: 
Ford and the Search for Competitive Advantage (Oxford: Blackwell, 1993. Pp.x 
+ 220. £19.99). 


To do justice to a book of this quality in a brief review is well nigh impossible. 
Starkey and McKinlay have set themselves the awesome task of trying to analyse 
how Ford as a world-wide producer has tackled the immense problems of trying 
to shake off the ghost of Henry Ford’s paradigm and come to grips with the 
realities of automobile production in an increasingly competitive market. Not all 
of the questions posed by the authors have been answered satisfactorily, nor 
could one expect them to be in a work of this exploratory nature. While their 
approach is conventional, Starkey and McKinlay have set about this task by 
initially reviewing the problems faced by Ford both in America and Europe and 
indicate that this book is about a learning organisation which, to a fair degree, 
had to tear itself apart, bare its soul and endure a catharsis as part of its internal 
revolution in response to its changing environment. Against this background, as 
well as through an informative run through the current mainstream literature on 
strategic and human resource management, there follows an interesting expo- 
sition of the traditional Ford culture based upon discipline, bureaucracy, hierar- 
chies and functional specialisation, which culminated in the ascendancy of 
finance over everything else during Robert McNamara’s reign. 

In the early 1980s, the American parent was bereft of an attractive product 
and losing money heavily. A complete turnaround was essential. This was 
partially achieved, as is argued here, by a triumvirate of Don Peterson, Tom 
Page and Red Poling who, taking the best of the old and new approaches to 
management, provided the company with a mission, a vision and a set of guiding 
principles, reflective of its people and its products. Underpinning these were 
carefully introduced programmes of employer involvement and participative 
management, designed to harness the physical, intellectual and social commit- 
ment of the total workforce. The result of this was the successful production of 
the Taurus/Sobel range of vehicles. 

When they turn their attention to Europe, Starkey and McKinlay survey a 
different landscape. After discussing the tribulations of Ford’s labour relations in 
Britain, the results of Bill Hayden’s traumatic visit to Japan and its subsequent 
impact on Europe are assessed. Attempts to change attitudinal approaches to 
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work in Britain were ham-fisted and rightly derided by the workforce. Ford UK, 
still in profit, had to step back and reject short-term quick-fix solutions to its 
future in favour of longer term policies; yet despite so-called employee involve- 
ment and participative management programmes little was achieved initially 
except in pockets of non-unionised white-collar labour, which marginalised the 
whole exercise. The basic problem was that Ford UK had not reached the nadir 
as had its American counterpart, nor had it anyone in charge who was prepared 
to carry the torch for change. As is amply demonstrated here, even Bill Hayden 
was a late convert to transformation, while other American executives in the 
UK were regarded as tourists who used Britain merely as a staging post in their 
career. 

Amid such a gloomy picture, the authors go on to show what subsequent 
change was achieved in introducing teamwork, matrix structures and simul- 
taneous engineering albeit with great difficulty and how ultimately this managed 
to break the stranglehold of the finance departments and allow freer collabora- 
tive product development and innovation, which for Ford represented a major 
cultural shock. Starkey and McKinlay are rightly reluctant to draw firm con- 
clusions as the jury is still out on Ford, but they have written a book about 
strategic and human resource processes that should be read by all with an 
interest in the car industry. 


Coventry and Caen Universities TOM DONNELLY 


STEPHEN BELL, Australian Manufacturing and the State: The Politics of Industry 
Policy in the Post-War Era (Cambridge: Cambridge University Press, 1993. Pp.x 
+ 276. A$54.95). 


The focus of this study is the changing nature of the industry policy of federal 
governments in Australia from the end of World War Two up to 1992. The 
interest in the subject lies in the movement away from the emphasis laid upon 
macro-economic protectionist policies in the early decades to the selective 
micro-economic reforms pursued with increasing vigour since the late 1970s. 
Part One provides an informative narrative of the period, beginning with the 
heyday of increasing protectionism in the 1950s through the growing scepticism 
of the 1960s and early 1970s to the tentative change of emphasis by Fraser and 
then, in response to the Crawford Report of 1979, the pursuit of micro- 
economic reform under Hawke and Keating. Part Two, perhaps of less interest 
to business historians, attempts to place Australian industry-state relations 
within the context of prevailing political theory and finishes with some brief and 
speculative prescriptions for future industry policy. 

While Bell is somewhat sceptical about its current impact upon Australian 
manufacturing, the trend of policy has, he believes, been for the best; heavy- 
handed protectionism has been replaced by targeted microeconomic reforms 
which have addressed the key goals of competitiveness and efficiency. He 
believes that, by reducing the polarisation of views between interventionism and 
laissez-faire, future reforms will have a beneficial impact. Bell provides an 
interesting account of the origins of the change of policy in the Tariff Board and 
the opposition encountered both within politics, the public service and industry 
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to the new approach. The outcome was that reduced tariffs were balanced by 
positive industry assistance, initially to crisis industries but later to stimulate new 
growth industries. 

Many business historians may find the contents of the book of only marginal 
interest. While it is clearly concerned with government policy towards industry 
and state—industry relations, the emphasis is upon the institutions of government 
and the contributions of leading public servants and politicians. Generally 
speaking, entrepreneurs and their enterprises are left in the background while 
Bell concentrates upon the politics of industry policy. Likewise there is very 
little about the economics of industry policy. Though a little disappointing, this 
is fair enough given the title of the book. Perhaps more problematic is the extent 
to which this study is written in isolation from similar developments in other 
countries. Thus, we are told that the push for a change of policy originated in the 
Tariff Board; one or two Australian academics and government reports are cited 
but it would have been interesting to know the extent of foreign influences on 
the formation of such ideas in Australia. We are told on page 90 that the ‘new 
interventionism’ was not unique to Australia but this statement is not followed 
up in detail. This consideration might also have affected some of the political 
questions which Bell addresses such as the ability of the Tariff Board and the 
Industries Assistance Commission to push through these changes against sub- 
stantial opposition. 

While the text of the book runs to 219 pages, this might have been reduced to 
closer to 150 with some significant improvements in the verbose style and 
avoidance of repeating the same or similar points. One sentence on page 20 ran 
to 45 words including ‘attempts’ three times. This is not an exceptional example. 
Poor grammar and syntax also detracted, on occasions, from the thrust of 
interesting arguments and necessitated re-reading a number of sections. Such 
stylistic improvements would have produced either a more compact study or one 
of similar length which delved more deeply into the perspectives of entrepre- 
neurs and the performances of firms. 


Australian National University SIMON VILLE 


IAN DUNCAN and ALAN BOLLARD, Corporization and Privatization: Lessons from 
New Zealand (Auckland: Oxford University Press, 1992. Pp.x + 194. No price 


given). 


Since 1984 New Zealand has undergone an economic revolution. Following the 
toppling from power of the patriarchal Robert Muldoon, successive Labour and 
National governments have attempted to transform New Zealand from a sleepy 
outpost of the British Commonwealth into a thrusting free-market economy — 
the Taiwan of the South Pacific. This book describes how the government of 
New Zealand has dealt with the public sector over the decade 1984-92. It gives 
particular emphasis to changes in the structure of managerial control in state 
enterprises. 

New Zealand in the early 1980s possessed a large and ramshackle collection of 
state-owned industries. Duncan and Bollard argue that these industries were 
grossly inefficient and report, for instance, that the telephone service had only 
15 accountants to monitor 25,000 employees. During the reform process, these 


BOOK REVIEWS 175 


industries have been shorn of their public service responsibilities and instructed 
to operate as profit maximising businesses. In many cases the state has pro- 
ceeded to sell either a portion or the whole of its holdings in the newly 
‘corporatised’ public enterprises. Duncan and Bollard chronicle the privatisa- 
tion process and argue that it has led to significant improvements in incentives. 

Duncan and Bollard acknowledge the difficulties faced by those trying to 
measure the effects of corporatisation and privatisation on performance. Given 
the paucity of data on the costs of public enterprises before 1984, they are 
unable to be precise about the benefits flowing from the market reforms. They 
also mention the problem of disentangling the effects of the reforms from those 
of other changes in the market environment. Towards the end of the book 
Duncan and Bollard accept that the loss of 40,000 jobs in state enterprises 
between 1984 and 1992 made a large contribution to the rise in unemployment in 
New Zealand over that period. But, despite these cautionary notes, Duncan and 
Bollard conclude that the reforms have been highly successful in improving the 
financial performance of the former state sector. 

Although it is not a work of business history — nor does it claim to be — this 
book will be of assistance to future generations of historians who are interested 
in the dismantling of the public sector in the late twentieth century. Duncan and 
Bollard’s main contribution is to provide a detailed factual account of changes in 
government policy and in the structure of each enterprise. That they do not 
provide a definitive assessment of the consequences of the new regime in New 
Zealand is not surprising given their closeness to events. For such an assessment 
it will be necessary to wait until the dust of battle has settled. 


Victoria University of Wellington JOHN SINGLETON 


JAMES E VESTAL, Planning for Change: Industrial Policy and Japanese Economic 
Development, 1945-1990 (Oxford: Oxford University Press, 1993. Pp.244. £25). 


This book attempts to evaluate post-war Japanese industrial policy by using new 
developments in economic theory which emphasize dynamic rather than static 
models of growth and trade. Vestal begins by arguing that, in the post-war 
period, Japanese policymakers faced a trade-off between growth and unemploy- 
ment, between competition and the cost of resource dislocation. Thus, although 
they believed the ultimate goal should be an economy dominated by market 
competition, at times they favoured policies that blocked competition and 
deliberately prevented market clearing but which pushed forward general devel- 
opment and maintained a consensus within the economy about the long term 
goals of economic policy (although Vestal does not use such language, there 
was, in effect, an implicit social contract). 

These ideas are fleshed out in chapter 3, where Vestal provides a useful, non- 
technical introduction to new trade theory (with its emphasis on dynamic 
internal and external economies) and where he makes more explicit the choice 
Japanese policymakers faced between what he terms ‘growth policies’ and ‘anti- 
growth policies’. Growth policies aimed to develop industries which could 
compete successfully in free markets both domestically and internationally; 
initially this involved the protection of and encouragement to ‘infant industries’. 
Anti-growth policies attempted to protect declining industries in order to 
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maintain employment levels and, by implication, prevent social unrest. The 
trade-off between growth and anti-growth policies and the timing of the ending 
of such policies is, according to Vestal, the key to understanding Japanese post- 
war industrial policy. 

His story of post-war industrial policy begins with a sharp Olsonian break: the 
Occupation period witnessed the sweeping away of the old institutional struc- 
tures, releasing new dynamic elements within the economy. In the 1950s and 
early 1960s the state adopted a growth strategy based on capital intensive 
industries but to balance this it also adopted employment-support policies; such 
policies probably succeeded in stimulating growth by correcting dynamic exter- 
nal economies associated with infant industries. By the early 1970s, however, 
employment-support policies were probably hindering growth and the con- 
tinued protection and help provided to several ‘infant industries’ (which were 
not internationally competitive) was probably economically inefficient. In the 
1980s policymakers returned to broadly rational and efficient policies: in declin- 
ing industries the state encouraged diversification and specialisation; it pro- 
moted technological development and dissemination; it adopted policies to deal 
with market externalities such as pollution; and it pursued policies to overcome 
rigidities in the labour and capital markets. One of the most important messages 
Vestal has to make is that those in the industrialised world who see the adoption 
of Japanese-style industrial policies as a remedy to their problems are merely 
showing their ignorance: such policies were part of a development strategy and 
now that Japan has achieved its goal of becoming an industrialised power its 
policies are very similar to those of other industrialised economies. 

Vestal discusses Japanese industrial policy in terms such as rationality, optim- 
ality and effectiveness which have a strong theoretical resonance and claims he is 
chiefly concerned with whether industrial policy helped or hindered Japanese 
post-war development. From the perspective of an economic historian, how- 
ever, the weakness of the book is precisely that much of the analysis remains at a 
relatively theoretical level and there is very little convincing empirical or institu- 
tional evidence presented to back up the claims, even in the case study chapter 
on the steel industry, and many of them rest on ex post rationalisation. Vestal 
attempts to diffuse such criticism by explicitly acknowledging these weaknesses, 
and even goes as far as to claim it is not possible to quantify the impact of policy 
on growth, but this is hardly an acceptable defence. Despite this, the recognition 
of the dynamic nature of economic development and the analysis of post-war 
Japanese policy in the light of new trade theory should appeal to all business 
historians and those concerned with post-war industrial policy. 


London School of Economics PETER HOWLETT 


JANET HUNTER (ed.), Japanese Women Working (London and New York: 
Routledge, 1993. Pp.xiii + 245. £37.50). 


Japan is widely characterised as an examplar of male chauvinism; women’s place 
is in the home, subserviently performing their duties as wives and mothers. But 
their significant economic function in agriculture, textiles and many other 
industries, trades and services has elicited a burgeoning literature. This short 
collection of nine essays, one by a ‘token’ man, is a valuable addition to the 
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genre, extensively documented from English and Japanese language sources 
with a variety of case studies. 

Odaka, for example, not only provides data on wages and conditions in 
a major area of pre-World War II employment, domestic service, but also 
analyses the determinants of choice between this and other occupations, notably 
textiles which required the inducement of higher pay to compensate for factory 
disamenities. How lower class urban pieceworkers perceived and coped with 
their dual responsibilities of paid employment at home and domestic chores is 
examined by Uno in her socio-psychological exercise. As well as her introduc- 
tory overview, Hunter supplements the well-known deplorable lot of cotton 
employees with an excursion into health and the high incidence of tuberculosis. 
An eventually unacceptable remnant of the pre-industrial era, female coal- 
miners, is described by Mathias. Molony interprets the complex and changing 
views on production versus reproduction, on women as mothers or workers and 
illustrates from the unusual example of ‘menstruation leave’. A seldom 
discussed group, increasingly noteworthy in an ageing society, are the ‘care 
assistants’ addressed by Shinotsuka. Better known are the ama who dive, not for 
pearls, but for shell-fish, especially abalone, and are widely perceived as bosses 
in their homes, independent, privileged relics of a matriarchal society. In reality, 
according to Martinez, diving women suffer ill-recompensed backbreaking toil, 
are of low status and subordinate to men. A mixture of labour problems and 
increasing pressure from inside and outside Japan to improve welfare have 
provoked legislation such as the 1985 Equal Employment Opportunity Law. Its 
‘gendered provisions’ are found by Lam to have had limited success partly 
because they are exhortatory rather than compulsory and also because Japanese 
women lack ‘equality consciousness’ and are unable or unwilling to accept the 
male working norm. The majority of females does not enter the labour market. 
These are Hendry’s ‘professional housewives’ whose status tends to be a func- 
tion of their husbands’ and who generally appear content with their lot. 

In a slight volume covering so large a canvas, many fields, such as demogra- 
phy, education, management and politics, have perforce been omitted, although 
there are ample guides to further reading. Much of the Japanese story is 
common to other countries, and greater international comparison would have 
been edifying. As in most feminist studies, the emphasis is on the downside 
rather than on the material benefits experienced by most women as a result of 
growth. However further evidence is added to the existing corpus on the rural 
connection in the early stages, on relatively low earnings and weak bargaining 
power and on the peripheral position of women to the permanent employment, 
seniority wage system enjoyed by factory males. But this volume’s claim to 
attention is not as a feminist diatribe about a disadvantaged group. It attempts a 
multi-disciplinary analysis of why the labour market is ‘highly gendered’ and 
segregated and of the postures of employers and officials which are changing in 
an environment of scarce labour. It tackles some topics which are generally 
neglected. Above all it essays an intepretation through their own eyes of 
women’s perception of how they reconcile their dual roles in society. The fact 
that women comprise some 40 per cent of the labour force and have made a 
crucial and peculiar contribution to economic development justifies the distinc- 
tive treatment they are given in studies such as this. 


Gonville and Caius College, Cambridge W.J MACPHERSON 
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ROGER STRANGE, Japanese Manufacturing Investment in Europe: Its Impact on 
the UK Economy (London: Routledge, 1993. Pp.xxiii + 549; figures; tables; 
appendices. £50). 


The 1970s and 1980s witnessed a dramatic growth in Japanese manufacturing 
investment in the European Community (EC). At the beginning of this period 
there were only a few, sporadic manufacturing investments, but from the mid- 
1980s especially there was a surge of investment in a much wider range of 
industries, as a result of the appreciation of the yen, the imminent creation of 
the Single European Market, and increasing trade friction. 

Strange’s book examines the background of these developments, and analyses 
the causes and effects of Japanese manufacturing investment in 14 industrial 
sectors. The principal focus is the economy of the UK, but within the wider 
context of Europe. The theoretical framework of foreign direct investment 
(FDI) is discussed, the development of the Japanese economy traced, Japan’s 
relationship with the EC examined, and inward direct investment in the UK 
surveyed. Case studies are given of 27 Japanese companies, drawing on inter- 
views with senior executives and material collected from visits to company 
headquarters in Japan. This is an ambitious agenda, but because Japan’s direct 
investment overseas is of fairly recent origin it has been possible to accomplish 
much. 

Strange has four explicit objectives. First, to present the case-study material 
so as to chart the overseas development of an assortment of Japanese firms, in 
order to illustrate both the diversity of strategies followed and how involvement 
in the EC market is linked to the interests of the firms in South East Asia and 
North America. Secondly, to show that the surge in overseas investment both 
reflects the historical growth of the Japanese economy and is important for its 
future development. Thirdly, to analyse the effects of the impact of Japanese 
competition and the inflow of manufacturing investment, already significant for 
a number of EC (UK especially) industries, and to assess some policy options. 
Finally, in a review of the literature on FDI and trade policy, to examine the 
various theories postulating that there has been something fundamentally 
different about Japanese FDI as compared with that undertaken by Western 
firms, and to propose a new theoretical framework for appraising the political 
economy of FDI. 

These objectives are met very satisfactorily. One of the conclusions reached, 
and an important one because it explodes a number of myths, is that Japanese 
FDI is not fundamentally different from any other, although Japan’s trading 
background means that its FDI often takes a distinctive form (p.357). Perhaps it 
is this that arouses so much suspicion and distrust in the West? The main 
conclusion, however, is that the impact of Japanese manufacturing investment 
on output and employment across a range of industrial sectors has not only been 
major, but by and large beneficial. The real question is whether the UK, in 
particular, can profit from the example provided by Japanese FDI. In Strange’s 
view, ‘the achievements of the Japanese economy cannot be replicated simply 
through the transfer of techniques’ (p.420), which in any case are the result of 
historical circumstances and cultural characteristics. But he does think that there 
are major lessons to be learnt by all agents in the British economy about the 
ingredients for success — the need for long-term planning, financial stability, and 
investment in R&D, capital expenditure, and education and training. If this 
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‘formidable agenda’ is not implemented, the UK might not only become an 
offshore assembly plant for Japanese companies, but for those of other national- 
ities as well. 

This is a thoroughly well-organised and even-handed study. It contains a 
wealth of useful statistics, and Strange is scrupulous in declaring data which have 
been acquired from secondary sources and have not been independently veri- 
fied. The industry and company case studies are presented against a comprehen- 
sively reviewed theoretical background. The conclusions reached are the more 
compelling because they are cogently argued on the basis of a wide range of 
theoretical analysis and empirical evidence. 


University of Reading FRANCES BOSTOCK 


GARETH AUSTIN and KAORU SUGIHARA (eds.), Local Suppliers of Credit in the 
Third World, 1750-1960 (Basingstoke: Macmillan, 1993. Pp.318. £40). 


This book of essays on indigenous credit systems in Asia, Africa and Latin 
America has its origins in the UK Third World Economic History and 
Development Group’s biennial conference held in 1988, and reflects the wide 
spread of interests characteristic of that group. The nine papers focus on 
Argentina, Natal, West Africa, Zanzibar, South-East Asia, Singapore, Gujerat 
(india) and central Japan; they demonstrate the variety and vitality of pre- 
European credit systems, their resilience under colonial rule, and their ability to 
create regional trading networks and capital markets despite European rivalry. 
The collection has been well edited, and has a useful introduction that puts 
together a comparative perspective on the relationship between institutional 
structures and the pace of economic change. 

The papers in this volume all reflect a renewed interest in the history of credit 
and trading and industrial capital in the ‘unorganised’ or ‘traditional’ sectors of 
the economies of Asia, Africa and Latin America, bridging a gap that has 
existed in the literature for more than 20 years. As Gareth Austin points out in 
his excellent survey of the historiography of economic change in West Africa, 
economic historians in the early 1970s were making a substantial contribution to 
understanding the degree of rationality and efficiency of indigenous economic 
institutions, and the imperfections in the internal and external markets in which 
they operated. Since then, however, the historical literature on global economic 
change has been dominated by the perspectives of dependency and mode of 
production theorists, seeking to expose the structural biases that prevented any 
broadly based growth or development outside the western core of the world 
capitalist system, while many development economists have held throughout to 
the old colonial notion that traditional economies were non-monetised, and that 
little economic change could take place before the first heroic age of institutional 
modernisation in the 1950s. In this atmosphere the study of indigenous credit 
institutions could be justified only as a part of the economic history of imperia- 
lism — a way of measuring the extent of forced commercialisation, and the 
subjegation of pre-capitalist producers to the twisted logic of commodity 
and capital markets. 

Having rediscovered the history of indigenous economic institutions in its own 
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right, however, the literature is now in danger of reverting to a Paglossian 
optimism, either using the work of Douglass North to employ a simple model of 
‘getting the institutions right’, or following the footsteps of Eric Jones to find 
traces of recurrent growth without major discontinuities in all economies, 
whether ostensibly modern, traditional, protoindustrial or whatever. The 
dynamism of indigenous credit-supply and banking systems, linked to agricul- 
tural production, trade and industry, in the mid-eighteenth and late twentieth 
centuries makes it possible to talk about a multi-centred protoindustrial and 
postindustrial world economy to which some countries in every region of the 
world can contribute. But the lack of sustained economic development, 
measured in terms of agricultural productivity and increased returns to labour, 
in many parts of the Third World across the nineteenth and twentieth centuries 
as a whole has to be faced as well. While the influence of non-European 
modernising forces in the capitalist world economy of the twentieth century 
should not be underestimated, even advanced regions such as East and South- 
East Asia have suffered severe discontinuities in the progress to development. 
Overall, perhaps the most important message of this valuable set of studies is 
that while the study of indigenous market institutions in Third World economies 
is very important, we should not divorce it from the political, social, cultural and 
ecological circumstances in which these institutions operated. 


University of Birmingham BR TOMLINSON 


PAZ ESTRELLA E TOLENTINO, Technological Innovation and Third World 
Multinationals (London: Routledge, 1993. Pp.xxii + 458. £50). 


This book represents a distinct stage in the maturation of research on foreign 
direct investment (FDI) from developing countries. The focus is on the role of 
one particular engine of change — technology — in the development of nascent 
FDI by Third World firms. The study is a product of the author’s doctoral 
research, which received the 1989 Richard N. Farmer Prize, awarded by the 
Academy of International Business for the best dissertation in international 
business. 

Beginning with a foreword by John Dunning, the book contains a preface 
which provides a valuable background to the research. The introduction over- 
views the rest of the volume. Chapters 2 and 3 respectively present a picture of 
world-wide trends in foreign direct investment, and a review of the standard 
theories of FDI. Chapter 4 reviews the theoretical literature which can be most 
closely related to Third World MNEs: the product cycle model and the theory of 
localised technological change. The empirical testing in Chapter 5 constitutes an 
attempt to discriminate between the two. 

The concept of the investment development cycle, or path, posits that a 
country’s level of gross inward and outward investment (and the net balance) is 
a function of its stage of development (usually measured by per capita gross 
national product). The cross-sectional and time series methodology in Chapter 5 
follows that established by John Dunning (the initial proponent of the existence 
of an orderly FDI development path), and employs flows of FDI between 1960 
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and 1984, broken up into sub-periods, for some 30 developed and developing 
countries. 

The main finding is for evidence of structural change in the models. This is 
taken to mean that there is a threshold in the absolute level of technological 
development for each country, above which net outward FDI becomes positive. 
The implication is that the overall technological rank of a country (loosely 
associated with the product cycle model) is not especially important in determin- 
ing its FDI position. The results are interesting, although the plots and scatter 
diagrams presented suggest that there is almost endless scope for experimen- 
tation with the functional form of the equations. 

Following this econometric exercise, Chapter 6 explores the various accounts 
that might shed light on the precise role of foreign technology in development, 
and spotlights the experience of leading South-East Asian and developing 
economies. Chapters 7 and 8, respectively, use micro and industry-level data to 
examine the existence of a positive relationship between indigenous techno- 
logical development and inward and outward FDI. For the Philippines, the 
structural change in the technology-FDI relationship is identified as a result of 
the upgrading of industrial structure during development, and a result of the 
shift in the composition of the economy from primary towards manufacturing 
industries (thereby strengthening the apparent relationship with technology), 
and also towards services. The robustness of this finding is then confirmed using 
the experience of significant foreign investing economies of Asia and Latin 
America, while invoking the concepts of classical and neo-classical trade theory. 
It remains then for Chapter 10 to furnish evidence that this upgrading in 
industrial structure tends to be matched by a progression in outward FDI from 
neighbouring, and lower income hosts, to more distant and higher income ones. 

The book concludes that a country’s growth of outward FDI is driven by the 
technological competence of its firms, and contends that governments often 
afford too little attention to developing national systems of innovation. 
However, as the foreword points out, innovation policy must be conducted in 
conjunction with other key economic policies. The outstanding merit of this 
book lies in the fact that it looks at the relationship between technology, 
development and FDI from developing countries from just about every angle, 
and uses just about every ounce of empirical evidence there is to this end. This 
comprehensive approach ensures that it will be an essential work to be consulted 
by those wishing to learn about the subject. 


University of Bath JEREMY CLEGG 


CHARLIE KARLSSON, BENGT JOHANNISSON, and DAVID STOREY (eds.), Small 
Business Dynamics: International, National and Regional Perpsectives (London: 
Routledge, 1993. Pp.xiv + 249. £40). 


Arising out of a Swedish conference held in 1991, this collection of essays is 
largely concerned with the experience of small business in the contemporary 
developed world, but many of the contributors set their discussions within the 
context of historical change over the past 20 or 30 years. The approach is 
broadly quantitative, and there are two explicit frameworks for analysis. The 
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first is national, and focused on the question of whether macro-economic 
circumstances tend to dictate patterns of firm births and deaths, and the second 
is regional, and exploits the virtues of localised data and variable conditions. 
Much of the discussion, including the responses from specialists that are printed 
along with each paper, is focused on such technical issues as the forms of data 
available for the study of small firms, and the most appropriate models for 
analysis. Useful bibliographical support is provided, and there is a valuable 
introductory overview. 

For business historians, the most interesting essay is probably that by Joop 
Vianen on small business development in the long-run in the Netherlands, which 
proposes a model in which small firms are hypothesised to be pro-cyclical, and 
thus play their greatest role during periods of economic expansion. There is an 
interesting account by Paul Reynolds and his team of the regional characteristics 
affecting business volatility in the United States in the early 1980s, and Ray 
Oakey’s survey of policy support for high-technology small firms is provocative, 
and especially damning in its assessment of the British experience. Reflecting an 
increasing awareness of the importance of network support for small firm 
activity, several of the essays examine the relationships between firms and, in 
particular, the networking activities of the entrepreneurs concerned. 

Though there is little here that is startlingly new, the text provides a more 
balanced and judicious appreciation of the strengths, but also the weaknesses, of 
the small firm, than has tended to prevail in the recent past. By highlighting the 
simple fact that small firm performance has been astonishingly variable, even 
within individual countries and regions, and certainly between different sectors, 
the editors and several of the contributors have given us a useful corrective to 
the often unfounded zeal of those policy makers of the 1980s who were anxious 
to promote the virtues of small firm entrepreneurship, particularly in such areas 
as the vitiation of unemployment. 


University of Edinburgh STANA NENADIC 


GEOFFREY JONES (ed.), Coalitions and Collaboration in International Business 
(Aldershot: Edward Elgar, 1993. Pp.xxiii + 643. £120). 


Geoffrey Jones and his colleagues at the University of Reading have been at the 
forefront in developing what is a comparatively new area of business history — 
international business history. This fits well with the work of others at Reading, 
such as Dunning on international investment, and Casson on theoretical aspects 
of the firm. There is no doubt that this is an exciting field and Jones may well be 
right in his claim that since 1986 the dialogue between economists and business 
historians in this particular area has progressed further than in any other field of 
enquiry. He and his colleagues have played a good part in this. 

Jones is the editor of this latest volume to appear in the series that he edits for 
Edward Elgar. These Elgar reference series are immensely useful in bringing 
together the important articles on a wide range of topics in economics and 
economic history. In this particular series on business history there are volumes 
on conventional areas of the subject. But this collection will take many, even 
business historians, into relatively new territory. It covers the literature on a 
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variety of types of collaboration in international business. The proliferation of 
several of these types of collaboration has been a feature of the very recent past 
~ the last 15 years or so, and as is often the case a product of the prevailing 
conditions. As a consequence much of the literature is also very recent. 

The volume is in four parts: Concepts; International Cartels; Non-Equity 
Forms of Collaboration; and Joint Ventures and Equity Forms of Collaboration. 
There are 28 pieces in all. Eleven come from journals (with Business History to 
the fore as a source) and the remainder from monographs or contributions to 
books. Because of the nature of the subject the great bulk of the items have 
made their appearance in the last ten years. 

Part I has just two items and they set out the main theoretical strands in the 
literature. The other parts are of roughly equal size. Part II on international 
cartels contains the more conventional material, much of which will be familiar 
to most business historians. For example, there is the well-known material from 
Coleman on Courtaulds (1969). That provides an example of the kind of 
instability in cartels that economic theory predicts, though some of its other 
conclusions are in conflict with expectations formed on the basis of that same 
theory. Other papers are less well known, but doubtless deserve the wider 
audience that this will help to give them. Some contain useful data, some 
analysis of specific instances, while others provide valuable descriptive accounts. 
Part II on non-equity forms of collaboration covers such schemes as long-term 
contracts, licensing and strategic alliances. The final part is on joint ventures and 
equity stakes and one of the more interesting aspects of this is what it reveals 
about how different parties (nationalities) perceive and learn from the different 
kinds of arrangements. 

Currently international business is a rapidly growing subject area in business 
schools, and international business history should feed on this development and 
continue to prosper. This collection of articles will be welcomed by both parts 
and should be well used in both the business courses and history courses. It 
should also help to provide the points of departure for many other studies. The 
collection is especially useful since several of the individual items have appeared 
in volumes that are not readily accessible. 


City University Business School FORREST CAPIE 


STANLEY C HOLLANDER and KATHLEEN M RASSULI (eds), Marketing (Aldershot: 
Edward Elgar, 1993, 2 vols. Vol. 1, pp.xxxiii + 516; Vol. 2 pp.xi + 669. £240). 


It is a tribute to the vitality of marketing history — and no doubt the persuasive 
powers of the editors and the optimism of the publishers — that Edward Elgar 
should produce these, the latest volumes in its series “The International Library 
of Critical Writings in Business History’. The series, under the general editor- 
ship of one of the editors of this journal, Geoffrey Jones, ‘focuses on the last 100 
years, the era of the rise of managerial capitalism and the appearance of the 
multinational enterprise’. ‘Each volume’, it is explained, ‘will include seminal 
articles and papers on the business histories of a range of countries, including 
the US, Europe and Japan’. 
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Although this two-volume collection is twice the length of the others in the 
series, in other respects it is not dissimilar to those which have preceded it. It 
contains a brief introduction followed by facsimile reprints (or resets) of 81 
articles, chapters, book extracts, book reviews and conference papers (including 
four by the editors) on the history of marketing and marketing thought that 
appeared originally between 1927 and 1991. They are arranged in 11 broad 
sections: ‘History of Thought’, ‘Historical Method’, ‘Marketing Education’, 
‘Macromarketing Policy Issues’, ‘Marketing Research’, ‘Consumer Behaviour’, 
‘Advertising’, ‘Channels of Distribution’, ‘Price’, ‘Product’ and ‘Marketing 
Management’. 

The editors do not strain too hard in defining their subject: ‘whatever interests 
marketers’, they tell us, ‘is marketing’ (Vol. 1, p.xxi). Their purpose, they 
explain, is ‘to pull together a set of essays that demonstrates both the diversity of 
recent interest in marketing history and the rich, if somewhat untapped, array of 
vintage scholarship that preceded it’ (Vol. 1, p.xv). That they succeed in these 
fundamental aims there can be little doubt. The collection reveals very clearly 
the wide range of recent work in marketing history: it contains papers, to take 
but a few examples, by Richard Germain on statistical methods in market 
research, by Robert A. Mittelstaed on consumer behaviour, Stephen Brown on 
the Wheel of Retailing, Jong Won Lim on marketing in Korea, and Susan Porter 
Benson on department store saleswomen in the United States of America. The 
collection reveals too the value of some of the earlier studies of the history of 
marketing: it contains papers, for instance, by Paul Nystrom (1932) on retailing 
in America, by Robert Bartels (1951) on influences affecting the development of 
marketing thought, Marshall I. Goldman (1963) on marketing in the Soviet 
Union, and B.S. Yamey (1966) on resale price maintenance. 

Whether the collection is as successful in other respects is more open to 
question. For, as is only to be expected, the contents of the two volumes vary 
enormously in their scale, sophistication, ambition and achievement. Thus the 
longest section in the collection, ‘Macromarketing Policy Issues’, is subdivided 
into three sub-sections, contains 15 papers, and runs to 220 pages; the shortest 
section, ‘Marketing Education’, contains two papers and is only 31 pages long. 
The individual contributions vary no less widely: the longest, D.I. Bateman’s 
1976 paper on ‘Agricultural Marketing: A Review of the Literature of 
Marketing Theory and of Selected Applications’, runs to 53 pages; the shortest, 
Karl D. Reyer’s 1927 report on ‘Some Foreign Language Books on 
Advertising’, is only two pages long, discusses rather cursorily 11 books pub- 
lished between 1879 and 1926, and recommends a French study of 1923 ‘because 
of its recency’ (Vol. 2, p.6). It is not always easy to see by what criteria papers 
such as this, and some of those on historical methods, have been selected for 
inclusion in the collection. 

It seems probable, in fact, that the collection will prove more attractive to 
scholars and students in the United States than it will to those in other parts of 
the world. For although it contains contributions that examine developments in 
Canada, Denmark, Europe, Germany, Japan, Korea, the Soviet Union, 
Switzerland and the United Kingdom, the collection remains firmly rooted in 
the United States of America. Thus as the editors themselves point out, ‘About 
one-quarter of the readings are either written by non-US authors or deal with 
marketing history in non-US environments’ (Vol. 1, p.xx). Yet this of course is 
to present the international nature of the collection at its most persuasive: it 
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transpires in fact that fewer than twenty per cent of the papers deal primarily 
with developments beyond the boundaries of the United States of America. 

In all events, readers in Great Britain — and no doubt elsewhere — will blanch 
at the cost of these two volumes. For at £240 the set, it will take a well-off 
business historian to buy them for him or herself, and a courageous one to ask a 
librarian to purchase them on his or her behalf. 


University of Wolverhampton JOHN BENSON 


YOUSEFF cassis (ed.), Business Elites (Aldershot: Edward Elgar Ltd, 1994. 
Pp.720. £130.) 


This latest addition to the Edward Elgar series of reprints on business history 
comprises 27 articles and essays published over the last 40 years. The editor, Dr 
Cassis of Geneva University, has grouped them under four headings: social 
origins and social mobility, cultural background (including education), unity and 
diversity of the business elites, and the upper strata of the business elites and 
their integration into high society. The pieces selected are drawn from five major 
economies: the UK (9 pieces), the USA (6), Germany (6), France (2) and Japan 
(2), plus two comparative studies, one examining the financial elite in three 
major cities, the other the recruitment of business elites in the first four 
countries. Rather more than half of the pieces have appeared in five leading 
English language journals — six in Business History Review and two each in Past 
and Present, Economic History Review, Journal of Social History, and Business 
History. The remaining 13 items are excerpts from published books and collec- 
tions of essays. 

There can be no doubt that this must be a very useful compilation for any 
institution of higher education that has not kept up with the leading journals and 
best literature, or would like to have duplicates for student use. There will 
inevitably be differing views on the best selection of material and no reviewer 
can claim absolute authority on such matters. My own view is that the choice is a 
rather narrow one, both in terms of time-scale and geographical dispersion. 
Cassis confines his volume to the nineteenth and twentieth centuries, and very 
largely to developments since 1850, which may well please management school 
staff and students, most of whom do not care to stray too far from the present. 
Some of us would prefer to start with Braudel and mercantile elites in the early 
modern period, and then move on to Caine and Hopkins on ‘Gentlemanly 
Capitalism’ in Britain, and its critics. In rather the same vein, it seems a pity to 
give so much space to three countries and nothing to some other striking 
locations of the development of business elites, say South Africa (Kimberley 
and the Rand) and India of the Raj. Cassis’ brief introduction to the book 
(6 pages) summarises the contents but, in so short a space, scarcely begins to 
justify them. 

However the gravest defect of this volume must relate to its quality and price. 
The various articles, essays and extracted chapters are all reproduced by some 
kind of copying process which not only replicates the originals but produces a 
wide variation in quality of typefaces, a few being surprisingly faint. This might 
easily be overlooked in a cheap publication but, in a book retailing at £130, 
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seems to this reviewer to be unacceptable and so something to be resisted. Quite 
possibly, as some have darkly hinted, the Edward Elgar series is primarily aimed 
at the Japanese and American markets, where university and college budgets 
are less constrained than they are in Britain, and where the present exchange 
rate against sterling may make the price seem rather more realistic. However, 
our colleagues overseas are not naive, appreciate quality, and will not fail to 
make fair comparisons, for instance with the reprint series sponsored by the 
Economic History Society and published by Basil Blackwell, whose prices 
though by no means a great bargain, are scarcely more than half those of the 
present volume in the Elgar series. 


University of Nottngham S.D. CHAPMAN 


JOHN PETERSON, High Technology and the Competition State: An Analysis of the 
Eureka Initiative (London and New York: Routledge, 1993. Pp.287. £40). 


This book has an ambitious aim: to describe and analyse a set of collaborative 
activities in support of industrial innovation in 21 states across Europe (includ- 
ing members of the European Commission, EFTA countries and Turkey) and to 
draw general conclusions about the role of government in directing research 
relevant to the private sector. The task is made particularly difficult as ‘Eureka’ 
is a many faceted creature, clearly portrayed by Peterson as a set of ideas as 
much as a series of particular research projects. The author has to juggle with 
different political glosses placed over Eureka by the participating nations and by 
the EC, especially during the build up to the single European market, and 
makes a good job of explaining the complexities of the public and private 
debates about intervention during this period. 

Indeed, despite the wider coverage of the initiative and the book, the ratifica- 
tion of the Single European Act and member states’ often ambivalent attitude to 
that during the late 1980s form the main framework for Peterson’s assessment of 
Eureka. He describes the initiative as complementary to the EC’s Framework 
Programmes (supporting strategic R&D goals) and as a halfway house in the 
Europeanisation of national innovation policies. 

Before bringing the many themes together in a clear and well argued conclud- 
ing chapter the author explored the history of previous, generally unsuccessful 
pan-European attempts to foster industrial innovation, looks at how and the 
extent to which Eureka works, considers the involvement of the EC as an 
institution, and presents the results of a detailed survey of the views of industrial 
participants. He also describes a number of case studies illustrating the involve- 
ment of SMEs, projects instigated by the EC, programmes with a small number 
of international partners, one involving almost all countries participating in 
Eureka, and one detailing the high profile project on high definition television. 

The coverage of the book is impressive as is the author’s undoubted optimism 
about the future of Eureka, despite the substantial reservations put to him in the 
course of the research. His views are stated trenchantly: Eureka may be open to 
significant criticism but it can and should be rescued. Unusually in the analysis of 
government national or international policies for science or technology, the 
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author is prepared to be prescriptive, setting out a number of particular pointers 
for the initiative’s redesign. 

Overall, Peterson is to be congratulated for producing an accessible account 
of a complicated subject. The book will be of interest to readers in a number of 
areas, but most notably to those concerned about the evolution of transnational 
science and technology policies or the extent to which the state may continue to 
have a role in influencing the research agenda for industry. 


Swindon MARI WILLIAMS 
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